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GREATER SCOPE 
S 


Few occupations offer as great an opportunity as 





does life insurance for learning to know men. To be 
successful, the man in the Field must understand people 
| | and know their problems and their ambitions. To be a 
i real counsellor, he must first be a confidant. In his daily 
work he forms a wide acquaintance with men — an 
acquaintance which in itself is an education. 


However, his chances of success increase when he 
becomes a part of an organization such as the Massa- 
chusetts Mutual. Then he enjoys in full measure the 
necessary counsel, co-operation, and service to make 
every relationship a definite advantage. 


S 


Massachusetts Mutual Life Insurance Company 


Springfield, Massachusetts 
Organized 1851 





More Than a Billion and Three-Quarters of Insurance in Force 
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OWLS and 
UNDERWRITERS 

















on have reputations for considerable sagacity. 
The owl, however, is silent most of the time and 
when he speaks it is only to ask questions. 


While some underwriters are successful along the same 
line, most of them must tell their prospects something 


worthy in order to sell them protection. 


The owl, whose questions are never answered, has never 
had anyone to whom he could really go for information. 
Consequently, his sagacity isa myth. This accounts for his 


being continually up a tree. 


But the Life Underwriter knows he can always consult— 




















—Organized Service— 


THE KEANE-PATTERSON AGENCY 
MASSACHUSETTS MUTUAL LIFE INSURANCE CO. 


225 WEST THIRTY-FOURTH STREET, NEW YORK CITY Telephone Chickering 2384 
LEYENDECKER BRANCH JOHN STREET BRANCH BRONX DIVISION 


225 Broadway 60 John Street 566 Courtlandt Avenve 
Telephone: Barclay 3670 Telephone: John 4107 Telephone: Melrose 22°5 
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Business Problems Absorb A. L. C. Sessions. 


Ayres On Stock Jobbery 


Cincinnati, Oct. 16—In his address 
President Ayres handled without 
gloves the subject of “stock jobbery 
in the life insurance business.” He 
paid his respects to the manipula- 
tor in the business in the following 





words: 


“I believe that the man who gets 
himself elected to a trusteeship in 
a life insurance company and then 
uses that place of responsibility for 
private gain is a worse citizen than 
the petty thief who with a dark 
lantern and jimmy enters your home 
in the middle of the night 
plunders.” 








and 








Cincinnati, Oct. 16—One of the most 
interesting things to observe in-life in- 
surance is the group of men who at- 
tend the meetings of the American Life 
Convention. 
company 


A prominent life insurance 
executive who before 
had been at one of these meetings took 
alook at the crowd today as the con- 
vention got to order, and he said: 

“These fellows are the type of men 
who are building up America. 


never 


They are 
creative, they are fighters, they are self- 
made men. Many of them have or- 
ganized companies which have become 
successful, or they have taken hold of 
companies that were small and made 
them large. There are very few second- 
generation men among them. ‘The best 
thing that I can hope for them is that 
their successors shall be as good as they 


Another interesting thing is the differ- 
ence in the style of the convention ses- 


Sons now from what they were some’ 


years ago. 

There was a time when the American 
Life Convention spent a disproportionate 
amount of important time in discuss- 
ig irritations instead of being a con- 
structive convention. One company man 
took another company’s agent, or an ac- 
lwarial assistant, or a rising young ex- 
teutive. Then the air would be blue 
With anguish, if not with malediction, 
and the resentment would crop up at 
annual meetings, especially in the execu 
live sessions, at which there would be 
threats that hell would break loose, or 
Some other terrible thing would happen 
Unless there were reforms pronto. 
Then there was all that long series 
of discussions over the American Ser- 
“ce Bureau and lots of talk about other 
Matters which did not cause the best 
of feeling. 

No Longer Controversial 

All this seems to be changed. Con- 
ttoversies now are over the big prob- 

Sof the business—things that inter- 
“tthe giant companies as well as those 
"0 want to be giants or expect to be 


‘ome day. As if some magic wand were , 


Convention Used To Indulge In Contro- 
versy, But Has Become Educational and 
Constructive; Visiting Executive Impres- 
sed By Type Of Convention Leaders; Look 
For Intense Agitation Of Disability 
Question; Some Believe Feature Should 
Be Dropped; Travelers Is For Mainte- 
nance; Calvin Coolidge Popular With 
Life Insurance Men; Sends Letter To 
Convention; Lawyers Want More Time. 


By CLARENCE AXMAN 


waved over the head of the American 
Life Convention, it has become educa- 
The 
had something in it of interest to all 


tional and constructive. program 
and the group sections dealing with fi- 
nance and office management and agen- 
cy problems are well conducted and un- 
doubtedly, have something to do with 
the smooth operation of the convention. 

This convention, by the way, is large- 
ly attended; the companies send their 
best people. Other associations of the 
recognize its importance by 
sending impressive delegations. 

The sessions of this Convention opened 
from Tuesday morning with the lawyers 
of the companies represented in full 
swing. On Tuesday night 
went out to the Cincinnati Country Club 
where there was a jolly dinner and at- 


business 


everybody 


tractive musical artists. Prizes were 


awarded to the golf cracks. 
Legal Section Wants More Time 
The legal section, which this year con- 
sisted of only one days’ reading of pa- 
pers, enough 
the lawyers of the member companies, 


was not long to satisfy 
although some of the papers read were 
very long. A motion was therefore pre- 
sented asking the executive committee 
of the American Life Convention to have 
the legal section continue for two full 
days at each annual meeting. 

The session of the legal section, which 


Walter H. 


Eckert, Chicago lawyer, who is general 


was well attended, elected 
counsel for the Federal Life, as_presi- 
dent for the next twelve months; and 
Frank Wozencraft, counsel of the Amer- 
Life, Dallas, elected 
secretary. Mr. Eckert is a member of 
the law firm of Loucks, Eckert & Peter- 
son, Chicago, which is an old-established 
law firm representing many insurance 
companies, the Chicago Surface 
and some Stock Exchange houses. 

Among those who talked briefly at the 
legal session was Vincent P. Whitsitt, 


ican Texas, was 


Line, 


counsel for the Association of Life In- 
surance Presidents, and introduced as a 
distinguished guest. 
Disability Much to the Front 
Several papers are being read at 
Convention about disability. The dis- 
ability committee of the American Life 
Convention made a long report, and fi- 
nally there was discussion in rooms as 
to the advisability, or possibility, of life 
insurance companies dropping disability, 
except waiver of premiums and _ simi- 
lar concessions to policyholders. In fact, 
it is believed that at the executive com- 
mittee meeting Friday this matter will 
be seriously discussed. 


this 


A growing number of companies are 
intensely antagonistic to disability, but 
there is no unanimous opinion about the 
subject, and of course unless all the com- 
panies drop it, no movement for the 
elimination of disability will be practi- 
cable. 

The probabilities are, however, that 
thtre will be intense agitation of the 
question until the disability provision 
has a stronger bulwark of safety devices 
surrounding it, because there is no doubt 
that millions of dollars are being lost 
in writing disability. 

The popularity of denouncing disabil- 
ity expansion by life insurance compa- 
nies was demonstrated when President 
Ayres commented sharply on the sub- 
ject in his paper. 
round of applause. His comments about 
the companies rushing headlong into the 
disability competition was regardéd as a 
warning which correctly reflected the 
opinion of most people present. 


His remarks won a 


BroSmith Gives Travelers Viewpoint 

That any attempt to take life insur- 
ance companies out of the disability 
field cannot possibly have unified sup- 
port of the leading companies, was dem- 
onstrated at the legal section when Will- 
iam BroSmith, vice-president and gen- 
eral counsel of the Travelers, just before 


Disability Big Topic 

Cincinnati, Oct. 16—In the hotel 
lobby, in the committee and general 
meeting rooms, in fact whenever 
more than about three members of 
the American Life Convention get 
together at this meeting, there is 
talk of disability. 

Every company in the United 
States is going to take some action 
in the matter, whether getting out 
a new contract, or new rates, or 
forms, for disability, and there is 
considerable division of opinion on 


the subject. 








reading the paper of Col. James L. 
Howard, vice-president of the Travelers, 
prepared for the Convention, made the 
following statement to the legal section. 
It, of course, represents the opinion of 
the Travelers Insurance Co. 

“I consider the disability provision as 
one of the most important additions to 
life insurance in modern times. If the 
disability provision be not properly 
phrased, it is up to the companies and 
their counsel to phrase it properly. If 
the rates are not adequate, it is up to 
the companies to make them adequate. 
But the disability provision should be 
maintained.” 

How Laird Got Coolidge to Write Letter 

Calvin Coolidge, a director of the 
New York Life, is tremendously popu- 
lar with life insurance men. That was 
demonstrated again at the opening ses- 
sion of the American Life Convention 
here today when a two-page letter from 
the former President, written single- 
space, and praising life insurance, was 
read by John M. Laird, vice-president 
of the Connecticut General. There was 
considerable applause when Mr. Coo- 
lidge’s name was first mentioned, and 
there was another round of applause 
when Mr. Laird finished reading the 
letter. Finally, everybody rose in one 
of those silent tributes so popular at 
conventions. 

The mechanism of getting the Calvin 
Coolidge letter interesting. Mr. 
Laird started ’way back last May. He 
had asked the general agent of the Con- 
necticut General in Springfield, Mass., 
Harry E. Barlow, who has known, Coo- 
lidge for many years, for his good in- 
fluence. The general agent told Laird 
he had better get in touch direct. 

Mr. Laird told his telephone operator 
to call up Coolidge’s secretary at his 
Northampton, Mass., law office. The 
operator, who was a new girl, said: 
“Who is on the wire?” Thinking he had 
not been explicit enough, Mr. Laid said 
he wanted to talk to Calvin Coolidge. 
The operator answered: “I know who 
Calvin Coolidge is, but who are you?” 


was 
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Mr. Laird then swallowed his pride and 
gave specific information. 

Mr. Coolidge wrote a letter saying he 
would be glad to see Laird on the fol- 
lowing Friday if it were not for the 
purpose of asking him to make a speech. 
Arriving at the very modest looking law 
office of the former President, Mr. Laird, 
who was accompanied by General Agent 
Barlow, found Mr. Coolidge in conver- 
sation with his secretary. He immedi- 
ately retired to an inner office and the 
two life insurance men were formally 
ushered in. The former President said 
he would write the letter about life in- 
surance when Mr. Laird asked him if he 
would do so. 

Incidentally, the President 
sent a copy of the letter to Mr. Laird, 
care of the American Life Convention, 
Cincinnati, as well as to Mr. Laird, at 
Hartford. 


former 


It is reproduced on another 
page. 

A Commissioner On Life Insurance 

Among those present were five rep- 
resentatives of the National Convention 
Commissioners. They 
Yenter of 
Younger of Ohio, 


of Insurance 
Commissioners Iowa, 


Oklahoma, 
Wysong of Indiana and Caldwell of Ten- 


were 


Reed of 


nessee. 

Commissioner Yenter, who is chairman 
of the executive committee of the In- 
surance Commissioners Convention, was 
called to the floor, and he made a 
few remarks saying there is no business 
wherein trust plays such a prominent 
part and carries such a heavy weight of 
responsibility as in the conduct of life 
insurance, and he knows no business so 
ably and efficiently managed and where 
there is a keener appreciation of such 
possibilities. Furthermore, he declared, 
that if the institution of life 
should break down, so would the gov- 
ernment. He said life 
growing so enormously that some people 
were wondering where the business was 
drifting and whether or not it 
adrift, but he said he did not propose 
to find a solution or an answer to the 
drifting problem talk. 

Clark, Hull, Cunneen Speak 

Three representatives of the Associa- 

tion of Life Insurance 


insurance 


insurance was 


Was 


Presidents were 


then introduced to the convention. They 
Jesse R. Clark, Jr., president, 
Union Central; John Barker, vice-presi- 
dent and counsel, Berkshire 
Life; and Major Amos B. Tuck, assis- 
Equitable - Life Assur- 


were 
general 
tant secretary, 
ance Society. 
Mr. Clark briefly 
trance of the life insurance companies 
into the second hundred billion of life 
insurance era, and then emphasized the 
spirit of friendliness between the Asso- 
ciation of Life Insurance Presidents and 
the American Life Convention, and the 
influence those two associations are hav- 
ing in the safe and sound principles 


discussed the en- 


euiding the accomplishment of their 
great production feats. 
The next visitor introduced was 


Major Roger B. Hull, managing director 
of the National Association of Life Un- 
derwriters. Major Hull made a few min- 
utes’ humorous speech, then growing se- 
rious he praised the retiring secretary 
and general counsel of the American 
Life Convention, Claris Adams, and his 
successor, Judge Byron K. Elliott. 

The insurance manager of the United 
States Chamber of Commerce, Terence 
F. Cunneen, who spoke of the recently 
inter-chamber health 
declared that 
ably nothing is of more importance’ to 


inaugurated con- 


servation contest, prob- 
the welfare and general prosperity of 
the nation than the good health of its 
citizens. Communities will be graded in 
order of their accomplishments in the 
protection of milk and water supplies, 
protection of infants against 
matters of health education, schoolhouse 
service, and other accomplishments. This 
contest inaugurated four months 
ago and already seventy cities and towns 
throughout the country have entered. 


diseases, 


was 


Manager Cunneen told about the pop- 
ularity of the bulletin, 
more than 400,000 copies of same having 
been issued. He concluded by calling 
attention to the weekly broadcasting to 
be conducted by Merle Thorpe, editor 
of “The Nation’s Business,’ which will 
begin on October 26 and which among 
other “Don't 
be sold insurance—buy it!” 


anti-twisting 


titles will have this one: 


Charles W. Gold Elected President Of 


American Life Convention For Next Year 





New President’s First Business Venture Was When He Started 
A Weekly Newspaper in North Carolina After Graduating 
From College; Later He Went Into Insurance and Has 
Been Agent, District Manager and General Agent For A 
New York Company; He Organized the Jefferson Stand- 
ard Life in 1907; Long Prominent in Civie Affairs of 


Greensboro, N. C. 


Cincinnati, Oct. 17—Charles \.. Gold 
vice-president and treasurer of the Jef- 
ferson Standard Life, Greensboro, N. C., 
who was elected president of the Am- 
erican Life Convention this week, is one 
of the best known life insurance men 
in the Southeast. After being graduat- 
ed from the North Carolina State Col- 
lege of Agriculture and Engineering he 
went into the newspaper business in 
Wilson, N. C. He did more than that; 
he created a newspaper business by 


. 
starting a weekly paper and did most 
everything on it from writing social notes 
and squibs about cattle to soliciting ad- 
vertisements and _ subscriptions. That 
paper is now a daily. 

Then Mr. Gold went into the insur- 
ance business. First he was an agent; 
then a district manager; next a general 


agent. He was working for a New York 
company. In 1907, when life insurance 


was at a low ebb, with public confidence 
shaken, he successfully organized the 


Jefferson Standard Life, headquarters of 
which at the time were in Raleigh, N. 
C. In 1912 the company was moved to 
Greensboro.. It has now $360,000,000 of 
insurance in force and in excess of $50,- 
000,000 of assets. 

Mr. Gold has been president of the 


Greensboro Chamber of Commerce and 
is president of the Greensboro Loyalty 


“Fund, which is the custodian of gifts 


and endowments given to the city. He 
is vice-president of the Greensboro Joint 
State Land Bank and is a director jp 
two other banks. 


No Business So Closely Scrutinized 


Says Superintendent Younger Of Ohio 





Investments of a Life Insurance Company Should Be More 
Carefully Protected Than That of Most Any Other 
Institution Insurance Superintendent C. S. Younger of 
Ohio Tells Convention; Investment Function of Life 
Insurance One of Its Most Important Elements 


Cincinnati, Oct. 16—No other business 
in the world has had closer scrutiny and 
more careful investigation than has life 
insurance, said Insurance Superinten- 
dent C. S. Younger of the Ohio Depart- 
ment in addressing the American Life 
Convention today. There is in force at 
the present time in Ohio six and a half 
billions legal reserve life insurance upen 
the lives of the citizens of Ohio. One 
hundred and thirty-eight legal reserve 
life companies are licensed in the state, 
employing twenty thousand people. 

“The insurance company as an invest- 
ment agency deals not in 
but in millions,” he said. “It is 
able to command the services of skilled 
managers and analytical experts, and the 
cases of loss which 


small sums, 
thus 


few the company 


will suffer, when balanced against their 
entire earnings, will be relatively small 
and scarcely noticed. Thus their ability 
to supply the principle of mutuality to 
investments protects them against the un- 
certain losses to which the individual is 
ever exposed. 

“The investments, therefore, of a life 
insurance company should be more care- 
fully protected than that of most any 
other institution, for the very good rea- 
son that its funds constitute 
trust. The investment function of life 
insurance is one of its important ele- 
ments. Insurance is the which 
preaches prudence and advises economy. 
It is the hand which, in times of diffi- 
culty and danger, brings consolation and 
comfort to the fireside.” 


a_ sacred 


yorce 


Walter E. Webb Pays Fine Tribute To 
Armstrong From.’‘Des Moines of East” 


Cincinnati, Oct. 17—Chairman Walter 
E. Webb of the agency group gave the 
following introduction to H. H. Arm- 


strong in the convention this morning: 


“Mr. Armstrong is generally consid- 
ered a real expert in our business. A 
genial personality he has with an easy 
dignity and I dare say that he has done 
as much as any agency man, and more 
than a great many of them connected 
with the larger companies, in being a 


moving force in the development of the 


co-operative company spirit which pre- 
vails in our meeting today.” 

Mr. Armstrong started out by saying 
he lived in the Des Moines of the East. 
He said that in Hartford there were 
forty-three home offices of insurance 
companies. He humorously discussed the 
position of the home office agency de- 
partment management in the mind of 
the fraternity, telling this story: 

Two small boys were playing that they 
were insurance men. “I want to be an 
insurance president,’ said one. “No,” 
said his companion. “Your face is dirty 
so you will have to be the agency man.” 
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Mortgage Bankers Head Sees Danger In 
Brokers’ Loans And Stock Speculation 





Withdrawal of Funds From Farm and City Mortgage Business 
May Cause Serious Condition; Says Brokers’ Loans Are 
Now Larger in Amount Than Entire Outstanding Farm 
Mortgages; Security of Investment More Important Than 
Possible Profit By Speculative Ventures, Says E. E. Mur- 
ray, President of Mortgage Bankers’ Association 


17—E. E. Murray, 
president of the Mortgage Bankers’ As- 


Cincinnati, Oct. 


sociation of America, Nashville, Tenn., 
who is a guest of the convention, was 
asked to describe the mortgage situa- 
tion. He said in part: 
“If the present rate 
of funds from the farm and city mort- 
gage business continues for another year 
the development of the agricultural in- 
terests and of the building interests in 
our cities will be retarded to such an 
extent as to cause great concern. In- 
stitutional investors ought, therefore, to 


of withdrawal 


be very much concerned at this time 
about the stability of our fundamental 
economic condition. 

“And they should be much more con- 
cerned about this stability and the con- 
sequent safety of their investments than 
about increasing immediate interest re- 
turn by investing in securities contain- 
ing an element of speculation however 
slight and however sanctioned by a loose 
application of laws governing insurance 
company investment.” 

In talking of the present stock in- 
vestment fever which has seized the 
American public, Mr. Murray said that 


the New York stock market is a sub- 
ject of conversation in all parts of the 
world. Every one is anxious to have 
a part in the game. Every one has a 
vision of making a fortune overnight. 
In a word, everything is combining to 
impel the flow of:eapital into this mar- 
ket and the burden of the drain is fall- 
ing in large part upon farm and city 
real estate. Continuing, he said: 
“Brokers’ loans on the New York 
Stock Exchange at the present time run 
in excess of six and a half billion dol- 
lars. Three years ago they were under 
three billion dollars and you will recall 
the ease with which funds for legitimate 
financing, whether farming, city build- 
ing or municipal improvements could be 
obtained at a rate that would not im- 
pose too much of a burden on the bor- 
rowing individual, corporation or munici- 
pality. This total of brokers’ loans of 
six and a half billion dollars on the New* 
York Stock Exchange is exclusive of 
loans of outside banks and country bank 
loans to brokers used in various ather 
exchanges outside of New York. These 
brokers’ loans in New York are equal 
to the entire outstanding farm mortgage 
loans in the United States.” : 


Farm Mortgage Problems Discussed By 
Financial Section; Farm Support Urged 





E. L. Trinkle of Virginia Makes Strong Plea For Farmer Sup- 
port; D. T. Torrens of Kansas City Life Sees Erosion as 
Serious Danger to Agriculture of Country; Special Com- 
mittee Reports on Matter of Scaling Down Assets By In- 
surance Departments in Instances of Shrinkage of Mort- 
gage Security; R. J. Merrill Chairman of Section Meeting 


Cincinnati, Oct. 17—At the meeting 
of the Financial Section of the Ameri- 
can Life Convention, E. Lee Trinkle, 
active first vice-president, Shenandoah 
Life, Roanoke, Va., and vice-governor 
of Virginia, made a stirring and eloquent 
extemporaneous plea on behalf of the 
farmers, contending that the financial 
officers of life insurance companies and 
the bankers of this country should not 
arbitrarily refuse to make farm loans, 
but should recognize that farm loans 
Properly made are still a very good in- 
vestment. 

He pointed out that by helping the 
farmers to regain their former position 
N our national financial structure life 
surance companies and other business 
nStitutions which in the past have been 
compelled to take over some farm prop- 
erties through foreclosure proceedings, 
will in reality be aiding themselves by 
“stering the agricultural situation and 


Creatine - 
‘ating a new demand for farm prop- 
erties. 


He added that institutions that had 
loaned too highly on farm mortgages 
during the periods of peax prices should 
not now blame and penalize the farmer 
for their own mistakes. He contended 
that unless agriculture is enabled to 
firmly re-establish itself, every industry 
will be menaced. 

“When the day arrives that farm loans 
properly made are not good and safe 
investments this country itself will not 
be safe,” he added. 

In conclusion, he said that the finan- 
cial officers of life insurance companies, 
in co-operation with the bankers of this 
country, can do more toward farm re- 
lief than any or all government agencies 
by giving consideration to the farmers 
who may seek to obtain loans on farm 
properties and by aiding them to work 
out the financial problems over a long 
enough period. 

D. T. Torrens, vice-president and loan 
officer, Kansas City Life, Kansas City, 
Mo., discussed briefly the question of 


farm erosion, saying that in his opinion 
real farm relief will come quicker by 
the federal government stopping erosion 
of farm property than by any other way. 

“Unless the United States does pay 
serious attention to erosion within ten 
years there will be no need for farm 
relief loans to take care of an agricul- 
tural surplus; because there will be no 
surplus,” he added. 

E. E. Murray, Nashville, Tenn., presi- 
dent of the Mortgage Bankers’ Associ- 
ation of America, was presented to the 
section and extended greetings from his 
organization. He expressed the belief 
that the investment departments of life 
insurance companies are exercising a sta- 
bilizing influence on the general finan- 
cial situation of this country today. 

In the informal discussion which fol- 
lowed the address of Supervisor of Farm 
Loans C. G. Worsham of the Connecti- 
cut General, Hartford, on “Managing 
Farms,” he was asked whether the farm- 
ers had had their morale aided by the 
establishment of the Federal Farm Re- 
lief Board. 

Smilingly, he said that the farmers 
didn’t know anything about the board, 
not even that it had been appointed. 

A special committee of the section was 
appointed to consider the question of 
the re-appraisal of farm properties on 
which loans have been made that later 
experienced a shrinkage in value. 

It had been called to the attention 
of Robert J. Merrill, vice-president, 
United Life & Accident, Concord, N. 
H., chairman of the Financial Section, 
that certain insurance commissioners had 





asserted their right to scale down the 
admitted assets of life insurance compa- 
nies proportionately where property-se- 
curing loans, although reasonably with 
twice the amount of the loans, had sub- 
sequently sunk below the statutory mar- 
gin of: the security. The special commit- 
tee which was composed of George: H. 
Batchelor, G. C. Holmberg, O. E. Mor 
ley and George Graham, chairman, re 
ported that it appears from the answers 
to questionnaires sent to the member 
companies of the convention, the in- 
stances where commissioners have as- 
serted this right and exercised it were 
so few that the matter might well be 
left to the individual companies wHen 
individual instances of this character oc- 
cur and that no formal action by the 
American Life Convention is made nec- 
essary by the present situation. 

The report also pointed out with very 
few exceptions that companies answer- 
ing the questionnaire had expressed the 
opinion that the commissioners had no 
warrant in law for reducing the assets 
of companies where the margin of se- 
curity changes after the loan is made. 
It was the opinion of such members that 
the margin of security provided for by 
statute was to cover just such a con- 
tingency and that it was not intended 
by law that the security should at all 
times bear the relative value of the loan 
required in the first instance. 

The committee discussed briefly stat- 
utes recently 
Nebraska to cover this 


Indiana and 
situation and 


enacted in 


written along the lines suggested by the 
committee. 


Walter E. Webb Of Chicago Heads Agency 
Section; Armstrong Elected Secretary 


Agency Problems Discussed at Sectional Meeting by H. H. 
Armstrong, R. E. Irish, W. T. Grant, and Others; Big and 
Little Companies Have Same Agency Problems; Home 
Office Can Educate, Says Armstrong, But Local Manager 
Must Do the Training; Irish Emphasizes Need of Center- 
ing Training On Agent’s Ground 


Cincinnati, Oct. 17—Walter E. Webb, 
vice-president of the National Life of 
U.S. A., Chicago, was elected chairman 
of the Agency Section of the American 
Life Convention succeeding W.. T. 


O’Donohue, vice-president and agency 

Life, 
N.C; -at- one: :of- the 
groups meetings of the Convention on 
Wednesday night. H. H. Armstrong, 
vice-president of Travelers, Hartford, 
was clected secretary. 

The session was well attended and va- 
rious talks were made on how compa- 
nies should train and educate men. Com- 
panies having less than $100,000,000 of 
insurance in force are, of course, as vi- 
tally interested in the subject as are the 
big companies which have unlimited re- 
sources with which to try out various 
experimental as well as tried and proved 
training and educational methods. The 
discussion even included experiences 
with stereopticon and motion pictures. 

Some of the most interesting talks 
were those made by H. H. Armstrong, 
Travelers; R. E. Irish, Central Life, Illi- 


manager of Jefferson Standard 


Greensboro, 


nois; W. T. Grant, president, Business 
Men’s Assurance Co., Kansas City. 

Mr. Armstrong said there was a dis- 
tinction which should be recognized by 
both home offices and field force between 
the terms “training” and “education.” 
They do not mean the same thing. An 
agent is not an agent until he is trained. 
Training means teaching him the tech- 
nique of cold canvass. It should be 
done by the manager, general agent or 
field supervisor, who employs the new 
men and stands responsible for his suc- 
cess as a salesman of insurance. 

Education can be contributed by the 
home offices through so-called régional 
conventions, but this work of the home 
office is supplementary and must not be 
confused with the actual training by the 
local manager for which there can be no 
substitute. 

Mr. Irish was emphatic in ‘saying that 
training must be centered largely in the 
office of the agent where his weak points 
can be bolstered up and his strong points 
stressed and made stronger. 

He described the manner in which his 
own company has been built up. The 
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company decided to concentrate in a 
territory having a radius of 500 miles 
from the home office. In fact, it will 
not make a contract outside of that ter- 
ritory. Every general agency is visited 
once a month by a home office execu- 
tive or division head. This includes not 
only the officers but also medical, actu- 
arial and accounting chiefs. 


Mr. Irish also stressed the point of 
the importance of training key men in 
agency. 


In discussing regional meetings Mr. 
Grant said that early in his company’s 
experience when territory was largely 
confined to the home office the 
pany had followed the practice of hav- 
ing the entire sales force attend 
general meeting a year. Now that 


com- 


one 


the 
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company is in thirty states a different 
method had to be reached. 

In the past two years the company has 
divided its territory into twelve sections 
with five day programs. The first three 
days are designed entirely for the men 
who are within their first six months 
The older men are not per- 
thitted to attend these meetings. 

On the fourth and fifth day the pro- 
grams are designed for the older men 
but the newer men also attend. Thus 
at the five day sessions are the two 
types of programs. At the start the 
school type and later the selling type. 

Once a year the star men consisting 
of those producing more than $250,000 
attend a big general meeting which is 
more of an outing and recreation affair 
than educational. 


of service. 


Disability Breaks Into Session With 
Impromptu Discussion From The Floor 


George A. Boissard of Madison, Starts Ball Rolling By Stating 
There Is No Public Demand For Permanent Disability; 
George Graham Showed Larger Companies Had 68% Loss 
Ratios While Smaller Companies Had 29%; He Said It 
Was A Question of Adequate Premiums; G. S. Nollen 
Said Problem Was Two-Fold—Adequate Rates and Under- 
writing; Dr. Muhlberg For Show-Down On Disability 


Cincinnati, Oct. 18.—Unexpectedly the 
Life this 
morning was thrown open to a discussion 


American Convention session 
of disability following the very interest- 
ing philosophical and sometimes humor- 
ous paper of Dr. H. W. Dingman, vice- 
the Continental 
who was with the A. E. F. 
sion in Siberia 


president of Assurance, 
medical divi- 
half 
he had plenty 


for a year and a 
where, as he explains it, 
of time to 


other life 


commune with medical and 


problems. He quit being a 
practising physician and joined the life 
insurance company upon his return to the 
United States. 

The discussion was opened by Presi- 
dent George A. Boissard, National Guar- 
dian Life, Madison, Wis., who declared 
that there was no public demand for per- 
manent disability and he did not under- 
stand why companies yielded to it. He 
said the demand was for temporary dis- 
ability. 
the 
American Life of Detroit, also thought 
the companies had gone far afield with 
the way in which they wrote disability 
benefits, and he called attention to what 
he had said in his speech as president of 


Clarence L. Ayres, president of 


the American Life Convention at the 
opening session. 
George Graham, vice-president, Cen- 


tral States Life, reviewed the statistics in 
Dr. Dingman’s paper, showing that the 
larger companies had had loss ratios 
averaging about 68% while the loss ratio 
of fifteen companies nearest to having 
one hundred million in force was 29%. 
He thought there were reasons for this 
as the 68% loss companies were measur- 
ing their loss ratio against totally inade- 
quate premiums. The hundred million 
dollar in force companies are measuring 
the loss ratios against at least reasonably 
adequate premiums. Therefore he thought 
that if the entire experience of all life 
insurance companies doing disability 
showed a loss ratio of only 30%, there 


would be no problem of disability today. 
In short, he did not think that the com- 
panies which have been having the low 
loss should be put 
straight-jacket in order that there could 
be solved the problems of the companies 
which have the 68% 
rience. 


experience into a 


average loss expe- 


Gerard S. Nollen, president, Bankers 
Life of Iowa, made the following talk: 

“T do not believe that the companies 
so far as disability is concerned, are suf- 
fering from malignant growth but rather 
The 
disability benefits have a very proper place 
in the life insurance contract. I think 
most of you men agree with me in that 
it is a sad commentary on the organiza- 
tion of life insurance companies that they 
cannot solve their own problems. 


they are suffering from indigestion. 


“As I see the disability problem, it is 
really two problems, one of which is 
underwriting, and the other is adequate 
rates. If you charge adequate rates for 
the benefits you are giving there will be 
no difficulty. Underwriting should also 
be sound.” 

Mr. Nollen defended his company’s pre- 
ferred risk disability policy, saying the 
classes who could buy it were limited and 
chosen with great care. He said 
if the rates were too low for this policy 
they would be advanced. However, he 
did not feel that low rates had much to 
do with selling disability as the rate ques- 
tion rarely comes up in competition. 


were 


Dr. William Muhlberg, medical direc- 
tor, Union Central Life, discussed medical 
selection under disability by the Union 
Central, and he declared that in future 
tables consideration should be seriously 
given to the changed medical points of 
view, so far as certain diseases are con- 
cerned. He said that twenty years ago 
ulcer of the stomach was not nearly so 
seriously regarded from the disability 
standpoint as it is at the present time. 
Doctors nowadays regard ulcers of the 


stomach as a much more serious ailment 
than they formerly did. 

Another disease which is giving great 
concern is diabetes. A man with diabetes 
now is more or less a chronic invalid. 
He declared that angina pectoris was so 
serious that if he ran across a friend who 
had it he would advise him to retire from 
business, and certainly he would regard 
the man as entitled to disability. 


It was finally announced that the ques- 
tion would again be brought up at the 
executive session this afternoon and the 
meeting adjourned until two o’clock. 

Frank Manley, Indianapolis Life, ar. 
gued that there should be a showdown 
on disability. Either life companies 
should stop writing it or they should 
have a separate division to give disability 
questions the attention they deserve. 


Disability Is Subject That Will Come 
Before Executive Committee For Action 


Despite Enormous Losses On Disability There Are Some Who 
Feel Situation Will Eventually Be Solved Favorably; 
Opinion Is That Insurance Departments Have Not Entirely 
Disclosed Their Stand; Exhibits Show Some of Lengthen. 
ing of Life Talk As the Bunk 


Disability will come before the execu- 
tive committee as there are very few 
points reviewed about disability which 
are not represented here at this meeting. 
As stated elsewhere in this paper there 
is one faction of the American Life Con- 
which believes that disability 
should be written by accident and health 
companies and that life insurance compa- 
nies should retire from the field before 
their losses reach too many millions. 

It can be stated definitely, however, 
that no action of a radical nature about 
disability will be taken at the present 
etme. The bulk of opinion here being 
that the insurance departmental view- 
point of disability has not entirely been 
announced yet as two or three of the 
states are known to favor more consid- 
eration before promulgating the regula- 


vention 


tions adopted in the joint committee re- 
port. 

Despite the immense loses on disability 
there are some prominent members of 
the Convention who feel that this situa- 
tion will eventually be solved to the point 
where much of the loss will be removed 
from the writing of these benefits. 

Another, question very much interest- 
ing members of the Convention is the 
large amount of misconception there is 
about the longevity of life stories, about 
the tremendous amount of saving in 
years. These are regarded as the bunk 
so far as older ages are concerned. 

Charts were seen in private rooms at 
this hotel during this meeting showing 
increasing mortality among middle aged 
men. The great saving in mortality has 
been in the lives of infants and children. 


H. B. Arnold’s Paper On Investments One 
Of Most Thoughtful On This Subject 


Two of Most Most Discussed Papers Were Arnold’s and That of 
R. H. Loomis Each Presenting Different Point of View 
On Common Stock Issue; Latter Glorified Common Stock 
While Arnold Was Careful In His Statements on Subject: 
This Matter May Draw Some Statement From Executive 


Committee Later 


Cincinnati, Oct. 18—Two of the papers 
here which have attracted wider attention 
and which will be under further discus- 
sion in councils of the 
American Life Convention are those of 
H. B. Arnold, president Midland Mutual, 
Columbus, and R. H. Loomis, investment 
counsel, of Boston. These papers pre- 
sented diversified views of the stock in- 
vestment situation. 

Mr. Loomis’ talk praised the value of 
stocks in the great industrials of the 
country. The argument he made was 
quite lengthy and positive. Mr. Arnold’s 
paper was one of the most thoughtful 
that has ever been delivered before the 
American Life Convention. It was the 


the executive 


F. V. Keesling 
On Executive 
Committee 

Cincinnati, Oct. 18—Francis V. Kees- 
ling, vice-president and counsel, West 
Coast Life, San Francisco, has been put 
on the executive committee of the Amer- 
ican Life Convention. He is a Leland 
Stanford man, has been very active in the 
Bar Association and at one time ran 
for the Republican nomination for gov- 
ernor which he did not win. 





result of weeks of intensified study, read: 
ing of many books and reports and & 
change of correspondence. 

While he was at pains to point out the 
perils which may come if there is a shat 
continued turn in the other direction it 
the present situation where commol 
stock has been glorified, he was careftl 
in his statements and in the use of his 
language and concluded with some col 
structive suggestions, as will be set! 
elsewhere in this paper. 

As to what the executive committe 
will do with the suggestions of Mr. Ar 
nold and others who believe in his schod 
of investment thinking is, of course, 
possible to say at this time. 


— 


Chicago In 1930 


Cincinnati, Oct. 18—Chicago has 
been chosen as the place for the nex! 
convention, the date to be within 4 


week or ten days of the Life Agen’ 
The 





Officers Association meeting. 
meeting place would be the Edge- 
water Beach Hotel. 
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Committee To Plan Fitting Appreciation 
Of Services Of Manager Claris Adams 





Retiring Officer of Convention Made Remarkable Reputation 
With Organization; Leaves Nothing But Friends in Con- 
vention; Judge Elliott Brings To His New Work As 
Manager and Counsel a Fine Background of Training; 
W. P. Coler, New Secretary and Actuary, Has Had Broad 
Experience In Actuarial Work 


Cincinnati, Oct. 18—On the motion 
of H. B. Arnold a committee will be 
appointed to consider and carry through 
some fitting appreciation of the duties 
and services of Claris Adams, retiring 
manager of the American Life Conven- 
tion, who goes with Clarence L. Ayres 
and the American Life Insurance Co., 
Detroit. Mr. Adams made a remark- 
able reputation with the American Life 
Convention by reason of his vision, di- 
plomacy and executive ability. He made 
nothing but friends and carries with 
him to his new position the best of good 
wishes. 

Judge Byron K. Elliott, his successor, 
has already made a good impression. A 
native of Indianapolis, Judge Elliott was 
educated in the public grade and high 
schools of that city, graduating from 
Short Ridge High School, and later at- 
tended Indiana University. He was 
graduated from that University in 1921 
and then went to the famous law school 
of Harvard University of Cambridge, 
Mass, for his legal training. He went 
into the private practice of the law in 
Indianapolis, but soon afterward was ap- 
pointed to the position of deputy prose- 
cutor. Later he served as chief deputy 
prosecutor. He resigned from the latter 
post in 1924. He again turned to private 
practice with his father, the late Wil- 
liam F, Elliott, who was one of Indiana’s 
foremost attorneys. 

In 1926 Judge Elliott was elected judge 
of the Superior Court. In the World 
War he was lieutenant in the officers’ 
Tesetve corps. Judge Elliott is a grand- 


son of the late Byron K. Elliott, who 
for twelve years served as a justice of 
the Indiana Supreme Court. His father 
was author of a number of legal treatises 
and a book which is now used as a text 
book in many of this country’s leading 
law schools. Judge Elliott aided his 
father in much of this work. 

Like his forebears he is conservative 
in his views, and has a likeable person- 
ality. He is an ardent aviation enthu- 
siast. Judge Elliott was qualified as a 
licensed pilot, and at the time of the 
death of James A. Perry, president of 
the Curtiss Flying Service of Indiana, he 
was made president of that organization. 

Wendell Phillips Coler, newly-elected 
secretary and actuary, is a product of 
the schools of Ann Arbor, Mich. He 
served as actuary for the National 
Union, Toledo, O. He also served as as- 
sistant actuary of the Bureau of War 
Risk Insurance at Washington, D. C., 
during the time when the rate book and 
policy forms for permanent government 
insurance now being issued were pre- 
pared. 

Then he became the actuary for the 
Maccabbees in Detroit. Under his su- 
pervision the business of that large fra- 
ternal insurance body was re-rated so 
that instead of a valuation deficit of 
more than $37,000,000 which it had in 
1920, it now shows a large surplus on the 
American experience 314% basis. 

Miss Garnet Smith of the American 
Life Convention, where she had been 
secretary to Claris Adams, will join the 
American Life of Detroit. 


Group Sessions Prove Great Success; 
Will Continue To Be Feature Of Meeting 





Chairman of Various Sections Pleased With Results of Delib- 
erations of Groups; Financial Section Papers Interesting 


and Important; 


Problems of Agency, 


Medical and 


Actuarial Men Brought Out for Discussion; Exchange 
Experience On Home Office Matters 


Cincinnati, Oct. 18—Roy M. Jones, 
Secretary of the Atlantic Life, Richmond, 
Who was chairman of the home office 
Management section; Robert J. Merrill, 
first Vice-president and secretary, United 
Life and Accident, Concord, N. H., who 
Was chairman of the financial section; 
and Walter E. Webb, vice-president of 
the National Life of U. S. A., Chicago, 
Who was chairman of the agency section, 
ll told The Eastern Underwriter that 
the group meetings of this Convention 
tt the American Life Convention were a 
feat success and that they would be 
Continued. ~ 
adie" said that the papers de- 


ii at the financial section were un- 
Stalty-interesting and important. They 


















will undoubtedly be widely read through 
the insurance journals. 

Mr. Webb said that one interesting 
thing about the agency section was the 
large number of men who discussed the 
questions of education and training se- 
riously and in a constructive vein. 

Mr. Jones said that the actuarial, 
agency and medical men were furnished 
ample opportunity to discuss their prob- 
lems through their associations, some of 
them established for years, but that the 
problems of home office management had 
been in the background. The executive 
committee of the Convention, in paving 
the way for the home office management 
section, and bringing the vital questions 
to the foreground, had~ establistred’ an 





Convention Sidelights 





Cincinnati, Oct. 18—Cyrus King Drew, 
editor of “The Insurance Report,” Den- 
ver, is here with his son, Cyrus King 
Drew, Jr., who has joined the staff of 
that paper after graduating from the 
University of Denver. 
Drew’s first convention. 


This is young 


fe ape he 


John M. Laird, vice-president, Connec- 
ticut General, has had an unusually busy 
year. He is chairman of the American 
Life Convention’s disability committee, 
was chairman of the program committee 
of this convention, which had a pro- 
gram of which he can well be proud, 
and he is a member of the joint com- 
mittee of actuaries, company and state, 
on disability. 

* * * 

Charles G. Taylor, Jr., of the Associa- 
tion of Life Insurance Presidents, was 
one of the guests asked to address the 
Convention. He told of the pleasant 
association he has had for years with 
the members of the American Life Con- 
vention. 

Leroy A. Lincoln, first vice-president 
and general counsel of the Metropolitan 
Life, made a personal hit here, and was 
most cordially greeted. He was one of 
the principal figures at a luncheon given 
by the Convention to distinguished 
guests. Harry L. Seay, president, South- 
land Life, was delegated by the Con- 
vention to be his particular host. 

* * x 


Lee J. Dougherty, vice-president and 
manager, Guaranty Life, Davenport, 
nominated Charles W. Gold for president 
of the American Life Convention. He 
said Mr. Gold had served the Conven- 
tion for twenty years and had served it 
well and had been one of the Conven- 
tion leaders. Gerard S. Nollen, presi- 
dent, Bankers Life, Des Moines, and 
Harry L. Seay, were members of the 
committee which escorted Mr. Gold to 
the platform. 





David F. Barrett 
Complimented 


On Publicity 


Cincinnati, Oct. 18—A fine testimonial 
to the splendid work of David F. Bar- 
rett, publicity representative of the Am- 
erican Life Convention, was given by 
Claris Adams today. He said that the 
Cincinnati meeting had received more 
publicity in the daily papers than was 
given to other conventions. He told that 
addresses to be delivered at this conven- 
tion had been sent out in advance to 
daily papers all over the country with 
the result that the publicity given to it 
was nation-wide. 








important adjunct to the Convention and 
all will benefit by the co-ordination. 

The discussions will undoubtedly be 
read by chief executives, and thus there 
can be made effective changes in man- 
agement routine of interest and impor- 
tance to all divisions of the business if 
such changes are thought necessary in 
the experience of the companies. 


Cincinnati, Oct. 17—L. J. Dougherty, 
vice-president, Guaranty Life of Iowa, 
and former mayor of that town, jumped 
from college in Omaha, Neb., into life 
insurance, his first job being as agent 
for The Prudential. 

* * * 


Odd jobs around the pension office at 
Washington, D. C., gave Harry L. Seay, 
president of the Southland Life, Dallas, 
spur to his ambition to study law by 
night and graduating to that profession 
before he entered the life insurance bus- 
iness. 

* + * 

Real estate in New York City was the 
first work of John J. Cadigan, presi- 
dent of the New World Life, Spokane, 
Washington. 

x ke x 

Working his way through school, O. 
J. Arnold, president of the Northwestern 
National Life, Minneapolis, went into 
the life insurance business thirty-three 
years ago. 

* * * 

Ten years a specialist in eye, ear, nose 
and throat troubles was the kindergarten 
that developed Herbert M. Woollen, 
president of the American Central Life, 
Indianapolis, Ind. He got in the busi- 
ness by an accident, through being made 
custodian in a law action of an insur- 
ance company’s home office building. 

* * * 


An uncanny accuracy in judging the 
weight of hogs and cattle on the hoof 
brought Isaac Miller Hamilton, presi- 
dent, Federal Life, Chicago, into mer- 
chandise and produce in a partnership 
with a man who later entered banking 
along with him and continued for many 
years as a director of his life company. 

* * * 


Born to the purple, Daniel Boone, Jr., 
president of the Midland Life, Kansas 
City, got his first lesson in reading from 
a life insurance policy under his dis- 
tinguished father, Daniel Boone, who 
for years managed a big western de- 
partment for the New York Life. 

oC 

William BroSmith, vice-president of 
the Travelers, Hartford, nearly fifty 
years ago went from a law practice into 
life insurance legal service. 





Changes In 
Executive 
Committee . 


Herbert M. Woollen nominated Clar- 
ence L. Ayres as a member of the ex- 
ecutive committee. Harry L. Seay nomi- 
nated Colonel C. B. Robbins, président 
Cedar Rapids Life, Iowa, and former as- 
sistant secretary of war, to succeed him- 
self to be executive committeeman again. 
H. B. Arnold, Midland Mutual, nomi- 
nated for re-election Daniel Boone, Mid- 
land Life, Kansas City. J. B. Reynolds, 
president, Kansas City Life, nominated 
Francis Keesling as a memiber of the 
executive committee. to succeed Charles 
W. Gold. Clarence L. Ayres succeeds 
Herbert M. Woollen in the executive 
committee. 
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Coolidge’s Letter To Convention 








CALVIN COOLIDGE 
NORTHAMPTON 
MASSACHUSETTS 


October 7, 1929 
Mr. John M. Laird, 
American Life Convention, 
Cincinnati, Ohio. 
Dear Sir: 


Over almost forty years I have been personally interested as a policy- 
holder in life insurance. I might say I inherited my interest as both my father 
and grandfather bought protection for themselves and their families by this 
method. 

Because of this interest and my belief in the great public service per- 
formed by insurance companies when I retired from public office I was pleased 
to accept a position as director of the New York Life Insurance Company. 

While insurance has many things to commend it there has always seemed 
to me two or three things that are fundamental. Perhaps the most important 
is security. The companies are carefully supervised and regulated by the laws 
of the various states where they do business, their investments are required by 
law to be carefully made and they are managed by the best business talent so 
that the obligations of well established companies are comparable with the 
safety of a government bond. The danger of loss that would materially affect 
the individual policy has been practically eliminated. 

In the next place this form of protection has been brought within the 
means of every wage earner. Insurance companies were the first to establish 
an important business on the instalment basis. The insured can decide by the 
amount of his policy to what extent he will remove the hazard of his death 
from his dependents and is sure to find a policy in some company that will 
bring the payments within his means. 

A policy has become a recognized source of credit. Practically all com- 
panies and all banks are glad to lend money to the insured in his time of need 
on the security of his life insurance. 


Another important benefit is the incentive to saving. The ordinary per- 
son will lay aside the money necessary to meet insurance premiums which 
might otherwise be expended for much less important objects. Such payments 
instead of being harmful to trade and business are most beneficial to them for 
they create great reservoirs of capital which is used to finance important under- 
takings for the development of this country. 

These are some of the ways that life insurance provide for increasing 
the self-reliance and independence of our inhabitants and the protecting their 
families and at the same time improving our general economic condition. It 
creates better individual citizens and a stronger nation. Those who are en- 
gaged in this great enterprise whether as policyholders or insurance represen- 
tatives are performing a public service of a value that cannot be estimated. 
I wish you would express to the American Life Convention my best wishes 
for their continued success. 

Cordially yours, 





Twenty Years Old 
and Growing Steadily 


Insurance in Force 


$136,500,000.00 


Admitted Assets 
$16,200,000.00 




















































































Winners 
Of Golf 
Prizes 
Cincinnati, Oct. 16—Chief winners of 
the golf tournaments were Tarleton 


3rown, Ted M. Simmons, Daniel Boone, 
Actuary E. B. Morris of Travelers, J: 
G. Parker, W. P. Stevens, F. H. Davis, 
actuary, and R. L. Robison, Bankers Re- 
serve’ Life, Omaha. 





Claris Adams Reviews 
Current Insurance 
Court Decisions 


Cincinnati, Oct. 15—Among the fea- 
tures at the legal section meeting was 
an exhaustive review by Claris Adams, 
retiring secretary and general counsel 
of the Convention, of current life insur- 
ance decisions. This was given under 
topical heads and constitutes a valuable 
reference for lawyers. 

There were seventy-eight cases di- 
gested that came before the Federal 


courts and 432 cases in the state courts. 





In the Federal jurisdiction the decisions 
were twenty-nine in favor of the com- 
pany and the same number unfavorable. 
In twenty cases the company was not 
directly involved. In the state courts 
172 were favorable to the company and 
206 were unfavorable. In fifty-four the 
company was not directly involved. 





Major Hull Asked 
To Repeat His 
Washington Talk 


Cincinnati, Oct. 17—Major Roger B. 
Hull, managing director of the National 
Association of Life Underwriters, was 
given the unique compliment of being 
asked to repeat the address he made at 
the annual convention of the National 
Association in Washington. It describes 
the position of the man with the rate 
book and his responsibilities and what 
should be his future position in the life 
of the nation. In his talk he describes 
life insurance as the greatest force of 
social justice in helping the 
achieve economic prosperity. 


country 


| COMPANY 


HARRY L. SEAY, President 


In a growing institution there is always a place 
for men of ability. To such men not now under 
contract the Southland Life has much to offer, 
both in immediate returns and future growth. We 
invite you to grow and prosper with us. 


For information concerning an agency contract, 


address 


CLARENCE E. LINZ, V.P. & Treas. 





—_— 








ed 








( 


































































































UE 





t, 


reas. 


Read 


October 19, 1929 


AMERICAN LIFE CONVENTION EDITION—THE EASTERN UNDERWRITER 


Page 9 





Pres. Ayres 


Clarence L. Ayres, in his address as 
president of the American Life Conven- 
tion, made a broad survey of the activi- 
ties of the Convention and the develop- 
ments in all departments of the business. 
The early part of his address reviewed 
some of the outstanding features of 
achievement of the organization such as 
adoption throughout the states of modi- 
fied preliminary term as a sound method 
of valuation, introduction of non-medical 
insurance and its work toward standard 
provisions. He reviewed recent happen- 
ings connected with disability provisions 
in life insurance and continued : 


The officers of the Convention recog- 
nize that any plan of standard provi- 
sions for disability benefits which does 


not carry with it adequate net premiums 
and reserves would only again result in 
substantial losses to the stockholders 
and policyholders of the companies. Per- 
sonally, I have been opposed to a wait- 
ing period, or any definition of total and 
permanent disability, other than that 
originally contemplated by the law, and 
written into the policies, wherein the 
insured is “totally and permanently dis- 
abled and will be thereby for life pre- 
vented from pursuing any and all gain- 
ful occupations.” I believe this clause to 
be within the meaning and intent of the 
statute, and the advocacy of “total and 
permanent” disability coverage in the 
original instance. It has been argued 
that the courts have given somewhat 
more liberal construction to the clause 
than its exact wording would seem to 
permit, but a digest of the cases shows 
the tendencies of the courts to be along 
the line of greater understanding and 
fairer interpretation. In view of these 
facts, for the companies to rush head- 
long into unknown and untried fields 
with this benefit, without regard to ade- 
quate premiums and reserves for the 
coverage, is foolhardy in its inception, 
and nothing short of criminal waste of 
policyholders’ funds if persisted in. I 
do not believe the commissioners of in- 
surance of the several states should 
longer permit the companies to extend 
this benefit beyond the “total and per- 
manent” phase permitted by law, and 
that if adequate rates and reserves are 
not provided, and the companies persist 
in writing “partial” disability under any 
guise and by any formula, when the law 
so clearly states the coverage shall be 
confined to “total and permanent,” I, for 
one, should be in favor of abandonment 
of the field by departmental rulings, or 
tig necessary by legislative enact- 
ent, 


Federal Taxation 


_In the enactment of the first, Federal 
come tax law, life insurance compa- 
Mes were taxed at the same rate as 
other corporations upon a formula which 
Was designed to reach their actual prof- 
its, Due to the difficulty of defining the 
Teserve liability of the companies in lan- 
stage which the Government would ac- 
cept and the Courts enforce, litigation 
eveloped between some of the compa- 
tt and the Treasury Department. Fur- 
thermore, the Treasury Department was 
" the opinion that the taxation basis 
then in force did not yield sufficient rev- 
tnue to the Government. 

Resend consultations between repre- 
ig of life insurance companies 
. b Treasury Department an entire- 
oe tty basis of taxation was 
matisfs - At that time, its yield was 
fe mory to the Government, and the 
od oe business generally accept- 
ot ed basis as a means of relief 
certaint;, constant friction and many un- 
old — which had existed under the 


a whether or not that decision was wise 
tay 2 subject of some dispute. Cer- 
itis that the present basis discrimi- 






Takes Vigorous Stand On Problems 


Doesn’t Mince Words on Subject of Disability; Thinks 
Commissioners Should No Longer Permit Extension of 


Benefit Beyond “Total and 


Permanent” Phase; Scores 


Manipulation of Life Company Control; Traces History 
of Convention Saying It Stands For Adequate Premium 
and Reserves; Wants Strong, Active Committees on Sev- 


eral Matters 


nates against the younger companies, 
particularly those who are using 34% 
as an interest basis for improving re- 
serves. There was, however, no dispo- 
sition to re-open the question, until a 
suit was brought by a certain life in- 
surance company in respect to a deduc- 
tion of interest income on tax exempt 





CLARENCE L. AYRES 


securities, under the present formula 
upon which life insurance companies are 
taxed, in which the Supreme Court de- 
cided in favor of the company, and this 
decision has or will result in refunds to 
life insurance companies in the United 
States in the sum of more than thirty 
million dollars. 

The Treasury Department has taken 
the position since this decision that this 
loss in revenue must be made up by the 
industry, and that a change should be 
made in the taxation formula to accom- 
plish this result. 

I believe that the life insurance com- 
panies of this country already carry too 
high a tax burden. American life in- 
surance companies pay to the State and 
Federal Government an aggregate tax iii 
excess of 10% of their investment in- 
come, and this must ultimately be borne 
by the policyholders. A case in point 
in the relative taxation of life insurance 
to that of other corporations in this 
country lies in the fact that while all 
taxation of individuals, corporations, and 
so forth, is relatively higher in Eng- 
land since the war than in this country, 
the fact remains that American life in- 
surance carries a heavier relative bur- 
den of taxation than do similar compa- 
nies in England. 

In the present Federal income tax law, 
companies using 314% as a basis of re- 
serves are accorded an exemption of 
one-half of 1% over and above their re- 
serve requirements, while companies 
using 3% as an interest basis for im- 
proving their reserves receive a full 1% 
exemption. I do not believe that the 
younger companies using 31%4% as a re- 
serve basis should be thus discriminat- 
ed against, and I am and will remain 





permanently opposed to any formula 
calculated to increase the Federal tax 
of life insurance companies, which does 
not carry with it an equalization, for 
future taxation at least, of this discrimi- 
natory provision of the old law. 

I believe, therefore, that the life in- 
surance companies of this country should 
take a firm stand against any increase 
of tax in any guise and by any formula. 
I believe, however, that if the income 
tax, as it affects life insurance compa- 
nies, is to be changed, over our pro- 
test and despite our efforts, and in face 
of the logical arguments which can be 
made against it, the inequities and dis- 
criminations in the present law should 
be ironed out, in justice to the com- 
panies using 314% interest for improv- 
ing their reserves. 

Scores Stock Manipulations 


There is no more sacred trust than 
that of Life Insurance. No man who is 
not an idealist and who is not willing 
to accept both in letter and spirit the 
full moral and legal responsibility of 
trusteeship has any right to be in this 
business. 

I firmly believe that the stock plan is 
a sound basis of conducting a life in- 
surance company. I believe the invest- 
ment of private capital for profit in pri- 
vate business is the American plan of 
doing business to which this Nation is 
committed. I do believe, however, that 
stock jobbery in the life insurance busi- 
ness is sacrilege. I believe that every 
member of this Convention should do 
everything within his power to stamp out 
the speculative aspect of stock manipu- 
lation in our business. 

I believe that the man who gets him- 
self elected to a trusteeship in a life 
insurance company, or in any other cor- 
poration for that matter, and then 
uses that place of responsibility for pri- 
vate gain in which the other stockhold- 
ers or policyholders do not equitably 
participate, is a worse citizen than is the 
petty thief who with a dark lantern and 
jimmy enters your home in the middle 
of the night and plunders what few ar- 
ticles he may lay his hands on. The 
latter is petty larceny; the former is 
grand larceny within the meaning of 
good morals and trusteeship in business. 
I can conceive of no worse individual 
than the man who worms himself into 
the confidence of the stockholders of a 
corporation, and then uses that position 
of trust for skulking personal gain. It 
would be most unfortunate indeed, for 
the life insurance business, if stock 
jobbers and manipulators should become 
any part of an important factor in the 
business. 

Fortunately, instances of this kind are 
very few in the life insurance business. 
The men or groups of men in control 
of the companies have full appréciation 
of both their moral and legal responsi- 
bility, and have steadfastly refused and 
put behind them the ofttimes tempting 
offers of the stock jobbing manipulator. 

The amalgamation or consolidation of 
life insurance companies for economic 
reasons in the interests of the policy- 
holders and stockholders, and where it 
is carried out solely for this purpose, is 
proper and right, but I think we can- 
not condemn too severely those who 
would abuse the sacred trust of life in- 


surance and use it as a vehicle for stock 
manipulation, or for privately selling se- 
curities to the company for profit to 
themselves. 


Company Investments 


The present inflation of stocks in the 
market has led to considerable discus- 
sion, particularly within the last year, of 
the advisability of life insurance com- 
panies being permitted to make invest- 
ments in common stocks. A survey of 
the situation showing both earnings and 
yield on the present price of stocks 
would seem at least to make this an in- 
opportune time to extend investments 
very far in this direction, even were it 
permitted by law. Through the courtesy 
of H. B. Arnold, I have been privileged 
to read in advance the paper which he 
will deliver to you at this Convention on 
“The Investment of Policyholders’ Re- 
serve Funds.” In this paper Mr. Ar- 
nold suggests that if there should be any 
permissive legislation purporting to 
authorize by law. investments in com- 
mon stocks, it should be carefully con- 
fined to restricted percentages of the 
free capital and surplus of the compa- 
nies, thus confining investment of policy- 
holders’ reserves to high class securi- 
ties of definite yield and fixed maturity. 


Interest and Mortality 


The condition of the money market 
for the past few years has been pro- 
lific of substantial rates on mortgages 
and bonds and other good forms of in- 
vestment, and this coupled with a favor- 
able mortality for the past decade would 
seem to warrant a word of warning that 
high rates of interest, and low mortal- 
ity, may not always last, and would seem 
to justify many companies in their ac- 
tion of setting up special reserves. to 
cover possible fluctuations in these items 
in the future. 

American Service Bureau 

During the past year the American 
Service Bureau has had one of its most 
successful and profitable years. 

Aviation 

One of the problems immediately con- 
fronting the life insurance business is 
that of aviation hazards, and the Con- 
vention has a committee permanently 
studying this aspect of underwriting. 

Convention Sections 

Great care should be used on the part 
of the executive committee and the of- 
ficers of the several sections that full 
measure of co-operation should at all 
times exist in the organization. Every 
institution must be managed, and the va- 
rious departments of its activity corre- 
lated and under one head. In the 
American Life Convention, the executive 
committee is the governing body. The 
chairman and officers of each section are 
a correlated part of the Convention, and 
subject to the final judgment of the ex- 
ecutive committee. I want particularly 
to thank the officers of the various sec- 
tions of the Convention for the splendid 
co-operation they have given during my 
administrative year. 

Successor to Claris Adams 


An event of considerable moment to 
the Convention occurred during the 
past year in the announcement tg the 
executive committee of our secretary and 
general counsel, Claris Adams, of his de- 
termination to leave the Convention at 
the conclusion of this present year. Ac- 
cordingly, the executive committee at 
the Spring meeting in Biloxi, authorized 
your president to appoint a committee 
of five, with himself a member thereof, 
to find a successor to Mr. Adams. I 
thereupon appointed on this committee, 
J. B. Reynolds, president, Kansas City 
Life; George Graham, vice-president, 
Central States Life, St. Louis; O. J. Ar- 
nold, president, Northwestern National 
Life of Minneapolis; and Herbert M. 
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Woollen, president, American Central 
Life, Indianapolis. 

Many names of persons who might be 
eligible, and many others who sought 
the place, were suggested to the com- 
mittee. The committee had many meet- 
ings, at several of which it interviewed 
persons it thought might make suitable 
timber for general counsel and manager 
of the Convention, and finally, Judge 
Byron K. Elliott, then of the Superior 
Court at Indianapolis, became the unani- 
mous choice of the committee, and his 
name was recommended at a meeting of 
the executive committee in Toronto, and 
he was unanimously elected to succeed 
Mr. Adams at the expiration of this 
Convention year. 


It was the judgment of the commit- 
tee, after a careful canvass of the re- 
quirements of the Convention, that the 
general counsel and manager of the 
Convention should have, instead of some 
of the miscellaneous help that have here- 
tofore obtained in the office, a real sec- 
retary of the Convention, who would also 
be an actuary. The committee felt that 
this kind of equipment would enable the 
Convention to be of greater constant 
service to its membership, and we there- 
fore selected and recommended to the 
executive committee at Toronto, the 
election of Wendell P. Coler, an actu- 
ary of wide experience, and who for 
some years past has been identified with 
the Order of the Maccabees at Detroit, 
and who had entirely to do with putting 
that organization on.a sound legal re- 
serve basis. Mr. Coler was unanimously 
elected by the executive committee to be 
secretary of the Convention, with the 
title of secretary and actuary, his duties 
to begin December 1 of this present 
year, which was therearliest date Mr. 
Coler felt he would be justified in leav- 
ing his present associates. 


It is the judgment of the sub-commit- 
tee, the executive committee, and your 
president, that in these two men _ the 


Convention is well equipped to carry on 
its work effectively. In these  selec- 
tions the committee had the benefit of 
counsel and assistance of Mr. Adams, 
and the plan of separating the office of 
general counsel and manager and the 
secretaryship, is somewhat the result of 
Mr. Adams’ experience in the office. 


Amicable. Relations 


The American Life Convention has al- 
ways pursued a conciliatory and friend- 
ly policy. The laws of the states in 
which our companies are domiciled, for 
the most part, so far as they relate to 
purely administrative matters within the 
companies, confine themselves in their 
application to domestic companies domi- 
ciled within those states, and to what 
the companies may do within the state 
licensing them. The investment law of 
Michigan, for instance, is properly 
worded so that it applies only to com- 
panies domiciled in Michigan. If Michi- 
gan, for instance, so worded its laws on 
investments as to make them applic- 
able to every company as a precedent 
for license within the state, and if every 
other state in the Union followed the 
same policy, and the laws were not uni- 
form, it would amount in the final analy- 
sis to exclusion of the companies from 
other states, and prevent any company 
from crossing a state line anywhere to 
transact business. The principle of ex- 
clusion is undesirable. To my way of 
thinking, a state can properly say what 
a company may do in an administrative 
way, in the transaction of its business 
within that state, but for a state to sav 
that any fixed administrative rule should 
apply to that same company in its opera- 
tion in other states carries an assertion 
of the principle of exclusion which is not 
conducive to amicable relations. So far 
as I am informed there is only one 
state in the Union that has an exclu- 
sion act of this description, and if any 
of the other states were to undertake to 
adopt retaliatory legislation, methinks 


the companies domiciled in the state now 
upholding the exclusion principle would 
be the first to decry this principle in 
legislation. I recommend the appoint- 
ment of a_ special committee of the 
American Life Convention to study and 
iron out this problem in the interests 
of amicable relations in the industry. 


Recommendations 


The influence of any man or organiza- 
tion should always be exercised for jus- 
tice and equity. Geographically, nu- 
merically, and by force of superior in- 
surance knowledge in its personnel, the 
American Life Convention can and 
should in the future wield even a more 
powerful influence for good in the busi- 
ness than it has in the past. The major 
problems immediately confronting the 
business are primarily those of Federal 
taxation; total and permanent disability, 
and uniform investment laws through- 
out the several states. The last two are 
prominently before the Commissioners 
of the several states at this time, and 
they will welcome any helpful sugges- 
tions that will promote the very much 
desired end of uniform and sound in- 
vestment laws, and the solution of the 
total and permanent disability problem. 
This Convention would be derelict in the 
duty it owes the institution of life in- 
surance did it not take a prominent part 
in aiding in the solution of these prob- 
lems. I therefore recommend the main- 
tenance of strong committees from the 
membership of the Convention, who will 
make a careful study and survey of these 
matters, and through the executive com- 
mittee of the Convention, give voice to 
sound recommendations. 

On the question of Federal taxation. I 
recommend a committee that will make 
certain, by whatever necessary means 
the Convention may have within its 
power, that any change in the present 
law shall include the elimination of any 
unfair advantage of any class of com- 
pany over another class. If the Con- 


vention neglects to effectively promote 
and conserve the equitable and fair and 
just cause of its membership, it has by 
that token ceased to be worthy of tha 
membership. There is no reason jp 
either justice or equity why one class 
of company should have a greater ex. 
emption in taxation than another class 
of company, and since this question has 
been one of considerable study on the 
part of the tax committee of the Con. 
vention during the past year, I feel jt 
my duty to bring the matter to the at- 
tention of the membership. 


Probable Increasing Mortality Trend 


In recent years there has been more 
or less of a persistent general claim to 
the effect that there has been a shorten- 
ing of life at the upper ages, and em- 
phasizing the inadequacy of the Ameri- 
can table for ages above fifty. From 
one source at least it is claimed that 
a study of the census figures indicates 
there is a shortening of life in the aver- 
age expectancy at all ages. Modern liv- 
ing and modern means of transportation 
seem to have contributed somewhat to 
accidental mortality, and it seems to me 
here is a field for the American Life 
Convention to function in ‘a manner 
profitable to its member companies and 
as well to the industry in general. It 
might be well to appoint a committee 
of the membership of this body to make 
thorough investigation and study of the 
trend in mortality. and if and when such 
a report is made it be given voice 
through the executive committee of the 
Convention as a Convention function 
and authoritative service. An organiza- 
tion which has in its membership such 
outstanding actuarial talent as George 
Graham, Gordon Thompson, John \M. 
Laird, O. J. Arnold, Henry Buttolph and 
many others, is well equipped to render 
research service of this character to its 
membership, the insurance departments 
of the several states, and the institu 
tion of life insurance generally. 















INSURANCE 
IN FORCE 


1904 
$2,500,000 


1929 
$41 5,000,000 


W904 2. « «~~ * _ ~1929 





PRESIDENT 


REYNOLDS SILVER ANNIVERSARY. 





in the future. 


In commemoration of the twenty-fifth year of Mr. J. B. Reynolds’ 
incumbency as its President, the Kansas City Life Insurance Company 
is observing the year 1929 as “President REYNOLDS SILVER 
ANNIVERSARY”. 


The growth enjoyed during this span of twenty-five years can best 
be realized by a comparison of the insurance in force. 


Looking forward, the future promises even greater accomplishments; 
for with the present substantial foundation, created through the 
integrity of administration, the great care exercised in the selection 
of risks, coupled with the unusual opportunities for sound investments 
offering substantial interest returns and the adherence to the soundest 
principles and practices of Agency Organization, this Company is 
assured of a growth that promises unprecedented accomplishments 


Kansas City LIFE INSURANCE COMPANY 


Home Ofice—KANSAS CITY, MISSOURI 


J. B. REYNOLDS, President 


C. N. SEARS, Secretary 
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Disability Report Brings Subject Up To Date 


The committee on disability benefits in 
connection with life insurance of which 
|. M. Laird is chairman made its fourth 
report at this meeting of the convention. 
The report included the standard provi- 
sions drafted by the joint committee of 
actuaries and it also included reports by 
special sub-committees on sub-standard 
ratings for medical impairments and on 
occupational ratings. The committee’s 
report was in part as follows: 


The adoption of these Standard Pro- 
visions puts definite limits on the dis- 
ability benefit and prevents further ex- 
perimental excursions into the accident 
and health field by. life insurance compa- 
nies. There still, however, remains the 
vital problem of safe and sane under- 
writing. 

Much can be gained by a study of 
what accident and health companies have 
earned by experience. Too little atten- 
tion has Leen paid to the problem of 
kecping the aggregate indemnity in all 
companies well within the actual earn- 
ings (excluding income from _ invest- 
ments) at date of issue and also well 
within the probable earnings throughout 
the duration of the policy. Frequently 
no serious effort has been made to de- 
termine the earnings, nor what other in- 
surance is carried. Even when the ap- 
‘proximate earnings and the total dis- 
ability insurance in force were known, 
excessive amounts of disability have 
been issued. In the case of applicants 
whose earnings are subject to wide 
fluctuations, benefits for a larger amount 
than justified by the actual permanent 
earning power were too often granted. 

Fortunately, more and more compa- 
nies are recognizing the relationship 
which should exist between disability 
income and actual earnings. We rec- 
ommend that every company— 


1. Insert in the application a question 
which will require the applicant to 
give his actual earnings (excluding 
income from investments) or to state 
that such earnings exceed the ag- 
gregate indemnity under all disabil- 
ity and accident and health insur- 
ance by, say, 50%. 

» Require from the applicant a full 
Statement of all disability and acci- 
dent and health insurance in force 
and now being applied for. 

3. Limit the aggregate disability income 
and accident and health insurance is- 
sued in all companies to a definite 
Percentage, say 60%, of the actual 
earnings, excluding any special earn- 
ings not likely to recur. 

- Limit the aggregate non-cancelable 
disability income in all companies to 
$750 a month regardless of how large 
the applicant’s earnings may be. 
Many companies prefer to grant dis- 

ability only to Standard Disability risks, 

and are more or less successful in thus 
limiting their Disability business but 
some are probably now using Standard 
fates for classes which should be either 
declined for disability or rated up. Those 

‘ompanies which wish to grant disability 

‘o substandard risks will, we believe, 
ind the recommendations of the sub- 

committee helpful in fixing the extra 

Premiums they feel should be charged. 
he classes with the higher ratings, if 

Stanted insurance at all, should be lim- 

ted to a small amount. 

.We commend the action of the Asso- 
“ation of Medical Directors and the 
Actuarial Society of America in appoint- 
"ga committee to consider general un- 
‘Writing problems on life insurance 
and disability. We particularly favor 
‘ome plan for checking up on applicants 
“cking an excessive amount of dis- 
ability income. 


~ 


= 


Premiums and Reserves 
As a basis for premiums and reserves, 


nn NY companies have felt obliged to use 


John M. Laird’s Committee in Fourth Report Says Stand- 
ard Provisions Put Definite Limits on Disability and Pre- 
vent Excursions Into Accident and Health Field, But Still 
Leave Vital Problem of Safe and Sane Underwriting; 
Makes Suggestions For Pro-Rating; Premiums and Re- 


serves Discussed 


Hunter’s Tables with a percentage ad- 
dition or some other modification for 
the 90-day clause. Since 1926 we have 
had the combined experience of twenty- 
nine companies. This year the Mutual 
Life and New York Life have prepared 
their recent experience on disability. Al- 
though it has been more favorable than 
Class 3 of the combined experience, it 
indicates that Class 3 is a reasonable 
standard for the 90-day clause as it has 
been administered in recent years by 
these two large companies. 


While some companies may have a 
more favorable experience than Class 3, 
still others may require higher premiums 
on account of a higher rate of becom- 
ing disabled or a lower rate of recov- 
ery. We believe the Class 3 experience 
is the best available basis today for aver- 
age rates and reserves. 


Complete tables of net premiums and 
reserves have just been made available 
for Class 3 with an adjustment for the 
new Standard Provisions — namely, 
waiver of premium from beginning of 
disability and monthly income of $10 
with first monthly payment at the end 
of four months. 


Our information is that for a policy 
with a four-months waiting period, the 
mean reserve on active lives (basis of 
Class 3) is approximately 180% of the 
mean reserve by Hunter’s Tables. 

While Class 3 is the best available 
guide today for net premiums and re- 
serves, the way should be left open for 
the adoption of a new combined disa- 
bility table just as soon as sufficient ex- 
perience has accumulated under the new 
Standard Provisions. The adoption of 
Standard Provisions, the improvement in 
underwriting and the greater care in 
claim settlements may have a favorable 
effect on future experience. We hope 
they will but we must remember that 
the general trend has always been to- 
wards higher rates of sickness from gen- 
eration to generation and that the pub- 
lic is gradually becoming educated to the 
collection of disability benefits. 


On new policies we recommend that 
each company set aside a reserve on 
active lives equal to the Class. 3 re- 
serve either by using this table or by 
taking an approximation based on 
Hunter’s Tables with proper allowance 
for the waiting period selected. Addi- 
tional reserves should be carried for Sub« 
standard and for women. 


On policies already in force, each com- 
pany should gradually build up its re- 
serve on active lives to the level of 
Class 3 Reserves. 


Recent studies indicate that for a 90- 
day clause or a four-month clause the 
claim reserves by Hunter’s Tables are 
somewhat excessive. We recommend 
that each company use as its basis for 
claim reserves on a 90-day clause or on 
a four-month clause either the Class 3 
experience or aS an approximation 
thereto 65% of Hunter’s claim reserves 
on claims during the first year of dis- 
ability, and 100% of Hunter’s claim re- 
serves on all other claims. 


The movement in favor of higher gross 
premiums has continued and has just 
received added impetus from a paper by 
Dr. Arthur Hunter, in which he recom- 
mends the Class 3 net premiums with a 
substantial loading to cover all expenses 
including the acquisition and adminis- 


. 


tration of the business and the settling 
of claims. 


Pro Rate 


In the discussion of our 1928 report 
at St. Louis, it was suggested that we 
consider the use of a pro rate clause 
as a safeguard against over-insurance. 
To be effective, such a clause must limit 
the aggregate disability benefits in all 
companies to a certain percentage of the 
Insured’s actual earnings just prior to 
the claim. It must go much further than 
any pro rate clause now permitted in 
Commercial accident and health insur- 
ance. 

At first it was thought that some In- 
surance Departments might feel that 
such a clause was not appropriate in a 
life insurance policy but during the year 
the Mutual Benefit has had an adequate 
pro rate clause approved. Furthermore, 
the new Standard Provisions permit the 
use of such a pro rate restriction. The 
way is now open for any company to 
introduce such a pro rate clause as it 
considers will best protect it against 
over-insurance. 

In the practical administration of such 
a clause, certain difficulties will undoubt- 
edly be encountered but they are not in- 
surmountable. The operation of pro 
rate under fire insurance is compara- 
tively simple as the policy runs for only 
a few years and calls for a single pay- 
ment in case of loss. Under disability 
with life insurance, the contract runs 
to age 60 and when a disability claim 
occurs the monthly payments may ex- 
tend over a long period of years. In ad- 
dition to life insurance policies with dis- 
ability benefit, the Insured may have one 
accident and health policy covering par- 
tial disability and another granting 
benefits only if he is actually confined to 
the house. ba 

In spite of such practical difficulties, 
we believe that the principle of pro rate 
is sound and that companies should give 
favorable consideration to its use as a 
supplement to good underwriting and a 
second line of defense against over-in- 
surance. a bal 

In the operation of pro rate, it is es- 
sential that the applicant should under- 
stand the clause when he applies for 
the insurance and it is desirable that he 
should be reminded of it from time to 
time thereafter. If the applicant under- 
stands the provision, he will be more 
likely to refrain from purchasing too 
much disability insurance at the outset. 
Similarly, if he is reminded of the pro- 
vision he will have recurring opportuni- 
ties to reduce the disability benefit and 
the premiums if his earnings diminish. 
If the policyholder is fully informed and 
regularly reminded there will be less 
danger of dissatisfaction when a claim 
occurs and he will have less excuse for 
claiming a refund of unearned premiums 
over a long period. 

In drafting a pro rate clause, there is 
room for difference of opinion but we 
feel that it should be so drawn as to 
accomplish substantially the following: 

It should limit the aggregate total 
or partial disability indemnity under 
all life insurance, non-cancelable. 
commercial, group, assessment and 
government insurance to 75% of .the 
average earnings during the ‘two 
years immediately preceding the be- 
ginning of disability with the fol- 
lowing provisos: 


4. The 


a. In computing earnings, income 


from investments shall be ex- 
cluded. 
b. In computing indemnity, any 


policy under which the indem- 
nity payments are limited to a 
period of not more than one 
year shall be excluded. 

c. The pro rate provision shall not 
be used to reduce the aggregate 
indemnity (excluding indemni- 
ties running for not more than 
one year) to less than $100 a 
month. 

2. The policy with pro rate should 

clearly state how much it will pay 
under a claim if the Insured has one 
or more life policies with pro rate 
provision and one or more life or ac- 
cident and health policies without 
pro rate provision. If it calls for 
“proportionate” reduction, then it is 
reduced by its own share on the 
same basis as if all the policies had 
a similar pro rate provision. In the 
case of “absolute” reduction, the pol- 
icy with pro rate takes credit for the 
entire reduction, but there should be 
a further provision showing just how 
the reduction is to be apportioned if 
there are two or more policies which 
have the pro rate provision. 
Let us assume, for instance, that the 
Insured has one policy for $250 a 
month without pro rate and another 
for $500 a month with pro rate based 
on 75% of the earnings. If his earn- 
ings just before the claim are $1,000 
a month, then he is entitled to full 
indemnity—namely, $750 a month. On 
the other hand, if his earnings have 
dropped to $500 a month, then he is 
entitled to aggregate indemnity of 
75% of $500—that is, $371, or one- 
half the aggregate indemnity carried. 
The first policy must pay $250.— 
Under the proportionate method, the 
second policy will pay $250—that is, 
one-half its face amount. Under the 
absolute reduction method, the sec- 
ond policy will pay $125, the amount 
required to bring the total payments 
up to the $375 limit. 

3. If a claim is pro rated, the Insured 
should receive a refund of premium 
for the preceding year for the por- 
tion of insurance which was not actu- 
ally in force. 

policy should clearly _ state 

whether the pro rating is to be de- 
termined by the situation at the time 
the claim is approved or whether the 
pro rating should apply to each pay- 
ment as it falls due. The impor- 
tance of this provision is evident 
when it is remembered that one com- 
pany may begin payments after 90 
days, another after twelve months, 
while a third may terminate or re- 
duce payments after two years. 

In defining earned income, the lan- 
guage of the present Federal Income 
Tax Law should be used even though 
this Law may have been repealed or 
materially changed when the claim 
actually occurs. 

The mere discussion of pro, rate has 

already rendered a distinct Service to 

the business in emphasizing the proper 
relationship between earnings and aggre- 
gate indemnity. 
Incontestable Clause 

Sometimes an applicant obtains dis- 
ability by misrepresentation in his ap- 
plication. For instance, he overstates 
his earnings, fails to mention other in- 
surance in force or applied for, or con- 
ceals a history of illness. If the dis- 
ability benefit has been obtained by such 
misrepresentation, the Insured should 
not be in a position to collect the bene- 
fits. This means that wherever possible 
the incontestable clause should not apply 
to the disability benefits, regardless of 

(Continued on Page 14) 
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Harry W. Dingman, vice-president and 
medical director, Continental Assurance, 
Chicago, presented a paper on “The 
Disability Problem” which went into the 
subject thoroughly and after discussing 
the early background of disability insur- 
ance he gave an analysis of current ex- 
perience. The following is a summary of 
his discussion: 

A hundred years and more ago dis- 
ability insurance in Great Britain was 
written by fraternal societies. But they 
had no table to’ guide them and the re- 
sults were not happy. So seventy-nine 
Scottish societies studied statistics and 
they learned about sickness, and, having 
learned, they devised a disability table 
which was the first one. And the year 
was 1824. Whereupon the executives de- 
termined what coverage to grant, the 
actuaries settled the rates, the under- 
writers decided what applicants to take, 
but—the claimants determined the 
moneys paid out, and the amount was 
plenty. And the solution was not yet. 

Then the English government commis- 
sioned John Finlaison to survey the situ- 
ation and he studied statistics and re- 
ported learnedly in 1829. And Charles 
Angell made a questionnaire study of 
lodge members in 1835. And F. G. P. 
Neison (1845) reviewed statistics con- 
cerning some 200,000 individuals in Eng- 
lish and Scottish societies during 1836- 
40. But the solution was not yet. 

Then Henry Ratcliffe made three sur- 
veys of the Manchester Unity experience 
in various periods between 1846 and 1870. 
And F. G. P. Neison, Jr., studied statis- 
tics of the Foresters’ experience during 
1871-5. And William Sutton made an- 
other report to the English government 
concerning English and Scottish socie- 
ties between 1876 and 1880. But the so- 
lution was not yet. 

And R. P. Hardy (1894) reviewed the 
records of the Hearts of Oak Benefit 
Society during 1884-91. And the Ger- 
mans contributed some brilliant studies 
between 1855 and the end of the cen- 
tury. And Alfred W. Watson made a 
masterly analysis of the experience of 
the Manchester Unity of Odd Fellows 
during 1893-97, material that has been 
much used and quoted in connection 
with non-cancellable accident and health 
rates in this country. But the solution 
was not yet. 

And in this country we too have ap- 
plied ourselves to the disability problem 
and splendid studies have been made 
since the first of the century by Em- 
mett and Dawson and Craig, Jackson 
and Pipe and Mead, Hutter and Cam- 
mack and Laird, and others, and others. 
But the solution is not yet. 

We have studied mass statistics and 
we have not found the answer. We have 
calculated how often disabilities should 
happen and how long they should last— 
and they happen oftener and last longer. 
Wherefore we have studied more sta- 
tistics and calculated more rates—and 
paid outemore indemnities. Suspicion 
dawns. Perhaps we should pursue an- 
other phase of the problem. It may be 
the solution is not in mathematics. Pos- 
sibly we should analyze our clients as 
individuals rather than in groups and 

build up new groups according to the 
broader study we shall give them. 

Let us bide a wee bit and seek us 
another perspective. 

Current Experience 


Stock and mutual accident and health 
companies wrote premiums of 142.8 mil- 
lion dollars in the United States in 1928. 
Life insurance companies also did a siz- 
able accident and health business. The 
sixty-five companies which started 1929 
with 100 million dollars of life insur- 
ance in force, collected $54,139,883 in dis- 





Dr. H. W. Dingman On The Disability Problem 


Since Mass Study Has Failed With Disability Problem He 
Would Study Clients As Individuals; Would Use Basic De- 


terminants of Heredity and Environment With Insurance 


Experience; Experience of 


Life Companies Compared 


With Stock Accident and Health Companies; Sees Life 
Companies At A Disadvantage 


ability premiums in 1928, and paid out 
61% of that amount ($33,147,591). 

The forty-two stock accident and 
health companies which did business in 
New York state in 1928 wrote almost 
exactly the same disability volume ($53,- 
952,238) and paid out 48% ($25,867,323). 

Apparently the life companies are $7,- 
280,268 worse off than the stock com- 
panies on the same premium income of 
fifty-four million dollars. They paid out 
13% more money than the stock compa- 
nies On a money-in, money-out basis. In- 
curred losses would show considerably 
higher. 

But the stock companies pay about 
30% yearly in agency commissions, 
whereas life companies pay only 13%, if 
we may estimate the first year commis- 
sion as 50% and six renewals at 7%. 
Life companies do not review the busi- 
ness yearly and may be expected to save 
half of the 10.5% that general adminis- 
tration costs the stock companies. 

Claim expense of the stock companies 
was a little less than 5%; taxes and li- 
censes for agents took about 3%; bu- 
reaus and general inspections cost .5%. 
Life companies may be presumed to have 
similar expense. 

Accordingly, as a rough approxima- 
tion—very rough—life companies are 
17% better off on acquisition expense, 
5% better off on general administration, 
and more than 13% worse off on claim 
payments. Which leaves little if any 
leeway to combat whatever special dis- 
advantages there are in the coverage of 
the disability clauses that supplement life 
insurance policies. 

Two of these disadvantages are non- 
cancellability, and the high proportion of 
sickness coverage. 

If sickness liability is nine times in- 
jury liability, it must be that the fifty- 
four million dollar premium intake of the 
sixty-five life companies in the United 
States means less than six million dol- 
lars for accident liability, forty-eight mil- 
lion dollars for sickness. 

Just what this signifies becomes mani- 
fest when we note that the fifty-four 
million dollar premium intake of the 
forty-two stock companies doing acci- 
tent and health business in New York 
state in 1928 was 36.4 millions for acci- 
dent, 17.4 millions for sickness; and the 
loss ratio was 17% higher for sickness 
than for injury. 

Perhaps this explains, partly, why so 
many accident and health companies re- 
fuse to write disability protection on a 
non-cancellable basis. It is true that 
there were more than thirty companies 
who were receiving non-can premiums 
aggregating more than eighteen million 
dollars in 1928. But many of these com- 
panies have stopped writing new busi- 
ness ,non-cancellably. Pay-out ratios 
were 48% on twelve million in 1925, 71% 
on twenty-three million in 1926, 52% on 
sixteen million in 1927, and 52% on 
eighteen million in 1928. When incurred 
losses plus claim expenses are consid- 
ered in relation to the earned premiums 
of American stock companies writing 
this business during 1925-6-7-8, the ratio 
is consistently about 70%. 

The difficulty with health insurance, 
whether cancellable or non-cancellable, 
whether in separate policies or in sup- 
plementary contracts, is the potency of 
selection against the company. This se- 
lection is exercised when buying and is 
exercised at every anniversary when 


every policyholder takes inventory of his 
aches and ailments, his state of body 
and state of mind, and decides whether 
to keep his coverage or to lapse it. 
Surest of those who do not lapse are 
those who anticipate disability. 
Accordingly it is not strange that the 
life companies should show a climbing 
tendency in their payment ratios. For 
instance, when we consider the fifteen 
companies that had a billion of insur- 
ance in force at the beginning of this 
year, we note that the ratios of indem- 
nity payment to premium intake in the 
years 1924-5-6-7-8 increase rather sig- 


nificantly: 
1924—41% of $19,335,403 
1925—52% of 23,614,488 
1926—59% of 29,322,732 
1927—65% of 34,565,774 
1928—68% of 43,634,551 


Apparently our applicants are selecting 
more potently than we are, and are con- 
tinuing to prove their power of selection 
at every anniversary date. 

The Problem 


The big problem of disability insurance, 
as we see it, is obtaining policyholders 
who are surely well when they apply for 
coverage and surely sick when they claim 
indemnity. Actuaries will never assign 
adequate rates as long as impaired indi- 
viduals are getting our policies and un- 
impaired persons are collecting our in- 
demnities. , 

And that involves a study of human 
behavior. Human nature is our problem 
and we must seek a sympathetic insight 
into the personal characteristics of appli- 
cants who apply and agents who present 
them. 

Human behavior is prompted by and 
responsible to so many things that some- 
times it seems we can hardly hope to 
comprehend the motives of others when 
all too often we do not understand the 
instincts and impulses of ourselves. But 
certain fundamental urges are common to 
us all, and not only is it interesting to 
spend some thought upon them, but it is 
practicable and, if we are in the disability 
insurance business, it is highly profitable. 

What, then, are the fundamental urges 
of the human race? The first law of na- 
ture is self-preservation. That is ego. 
The second law is preservation of the 
species. That is sex. 

Personal insurance is based on these 
two instincts of human nature—preserva- 
tion of the individual and of the species. 
Primitive man protected himself by kill- 
ing the man that might kill him. Then 
he effected a truce and let live if the 
other man would let him live. A nega- 
tive phase of protection was followed by 
a positive one, to help the other man 
with food and drink and fire, if the other 
man would also help him, which is the 
fraternal idea of protection. A further 
advance in the evolution of personal pro- 
tection was the pooling of resources so 
that certain stipulated relief would be 
forthcoming in event of need. 

Undoubtedly the earliest of all assur- 
ances was self-protection. 

Then came protection of the loved 
ones, based on the instinct of preservation 
of the specie—the wife—the children—the 
parents. As civilization and socialization 
grew, so also grew the desire to create 
protection, not only for the immediate 
family, but also-to benefit those who have 
been beneficial in business and church and 
clubs and other phases of life. 

Life insurance represents man at his 
idealest, buying what he need not buy to 


protect whom he no longer need _prote¢ 
in event of his death. 

Theoretically, disability insurance can 
also be an expression of idealism by ap- 
peal to the altruism of the buyer ip 
protecting his family in event he is un- 
able to do so himself because disabled by 
sickness or injury. But, let us be prac- 
tical, the primary appeal of disability 
insurance is self-preservation. The urge 
is ego and ego reveals human nature at 
its human naturest. 

Consequently, the disability problem 
ought to be adjusted not to human rea- 
sonings, but to human nature of which 
the reason is but a part, and by no means 
the greatest part. 

have paraphrased Edmund Burke's 
shrewd observation on politics. Politics 
ought to be adjusted not to human rea- 
sonings, but to human nature. 

We who deal in disability insurance find 
abundant opportunity to study human na- 
ture, and so great a factor is it, that it 
is well for us to recognize that the dis- 
ability problem ought to be adjusted not 
to human reasonings, but to human na- 
ture of which the reason is but a part, 
and by no means the greatest part. 

Human behavior it is that demands our 
understanding and two large groups re- 
quire careful appraisal—applicants when 
seeking coverage, and policyholders when 
claiming indemnity. Too many of our 
policyholders are claimants and too many 
of them, as claimants, are collecting too 
often and too much. 

The Solution 


Surely, then, the solution of the dis- 
ability problem lies in intensive individual 
analysis of our clients. Thus only can 
we ensure acceptance of applicants who 
are unimpaired, and payment to claimants 
who are not unimpaired. 

Study leads inevitably along three 
lines: physical, and ethical, and psychical 

Some individuals are dangerous physi 
cally. Young underweights for example. 
They have too many claims and too many 
long claims. They lack physical stamina. 

Some individuals are dangerous ethi- 
cally. As applicants they understate, a 
claimants they overstate, and always they 
mis-state. They lack moral fiber. 

And some individuals are dangerous 
psychically, by which I mean their mental 
attitude toward their plaints and com 
plaints. They lack a sense of proportion. 

It would be difficult to overestimate the 
importance of the psychic in human 1 
ture. Yet, so far as I am aware, this’ 
the first time the assertion has enter 
the literature that appraisal of a risk for 
disability insurance involves three majo 
considerations—physical and ethical aml 
psychical. As every claim man knows 
there are some claimants who are disabled 
two days only for removal of tonsils, and 
some two weeks. There are some clait 
ants who are disabled two weeks for 1 
moval of the appendix, and some two 
months. There are some individuals wh 
are quickly impressionable to the sugge 
tion that they are sick. Conversely, t% 
there are other individuals who resist 2" 
such idea and if they do suffer disabilit\ 
are quickly responsive to the belief thi! 
they are well again. Study of, variolt 
races according to impressionability " 
help us amazingly in evaluating som 
risks. 

If then our policyholders are to 
qualified physically, and_ ethically, 
psychically, our underwriters must ® 
broad-gauged with a viewpoint that ‘ 
greater than technical. They must sele 
applicants who are strong in body, soull 
in morals and sane in mental outloot 
The mass handling of our clients has 7 
produced satisfactory results. Let us 0 
now to individual analysis and stress 6 
personal characteristics of our applica 

Impersonalness can be expensive 
may or may not prove the point when 7 
observe that the fifteen United Stat? 
billion-in-force companies who wrote (7 
ability insurance in 1928, paid out $i 
of the premiums they collected Sa 
634,551), while the fifteen smallest Um™ 
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States companies with 100 million in 
force, at the end of 1928 paid out 
only 29% of their disability premiums 
($1,185,031). 

Conservatism of smaller companies may 
be the explanation. But, very possibly 
the reason the smaller companies are hav- 
ing so much less trouble with the dis- 
ability problem is because of their closer 
personal relationship between home office 
and field, between agent and policyholder. 

The proposed standard provisions rec- 
ommended by the actuaries of insurance 
denartments and large companies to re- 
strict the disability clauses of life insur- 
ance policies, may be desirable for small 
companies. They are vital for large com- 
panies. Analyze them and it, will be ob- 
served that they are designed to combat 
the selfish interest of applicants. Elimi- 
nation of the thirty and sixty and ninety 
day clauses in favor of the 120-90. Elimi- 
nation of benefits in excess of 1% of the 
face of the policy. Pro-rating of indem- 
nities if they exceed 75% or 100% of 
earned income. Standardizing the dis- 
ability clause lessens the applicant’s power 
of selection against the company. All of 
which has value if we hold clearly in 
mind that contractual provisions can 
never replace sane and sound under- 
writing. 

Some of the billionaire companies have 
as low a pay-out ratio as many of the 
smaller companies, and at least two bil- 
lionaire companies have a mortality on 
their $100,000 life cases that is lower than 
their company averages. One company 
writes over 50% of its business on pre- 
vious policyholders and refuses brokerage 
business, thereby allowing opportunity for 
intensive study of their applicants and 
agents. The other company stresses the 
personal phases of insurability, rather 
than physical, and re-inspects before the 
coverage becomes incontestable. Jumbo 
life cases are properly comparable with 
disability insurance because selfish in- 
terest and selection against the compa- 
nies are greater in $100,000 cases than 
in small. 


When there is special incentive to col- 
lect, human nature is at its intensest. It 
behooves us to speculate how our clients 
will regard their coverage. 

To forecast future. conduct of the indi- 
vidual we consider his past. But code of 
conduct is an elusive thing that varies 
with age and sex and economic circum- 
stance. In one environment, it means one 
thing. In another, another. With one 
race it means one thing. With another, 
another. If we would judge dependably 
what kind of applicants we are accepting, 
thereby anticipating what kind of claim- 
ants we shall have, we must give thought 
to the basic determinants of character, for 
character it is, of course, that determines 
code of conduct. 

The basic determinants of character are, 
heredity and environment. Let us pon- 
der a minute concerning heredity and 
tnvironment and observe the individual’s 
reactions according to circumstance, and 
then check against actual insurance ex- 
perience. 


Ancestry Important Factor 


It is startling to reflect how largely our 
lives are predestined. Actually, the dead 
control the living. Our forbears begat us 
and what they were, we are. Your brown 
tyes. My blue. Your even disposition. 
My temper. They bequeathed us physical 
and mental and temperamental attributes. 
‘hey gave us our conceptions of civiliza- 
tion and conventions, ethics, morals, re- 
igions, traditions. They left to us the 
results of their labors, what they sought 
out, what they thought out. They have 
Passed to us their beliefs and desires; 
yea, even as expressed in environment. 
As they lived, so live we. But surely it 
§ Not practical in the United States to 
‘praise an applicant’s parents, his broth- 
S and his sisters, his uncles and his 
aunts. In England where many families 
ave lived for many generations in one 
locality, family stock can be judged, and 
§, and non-medical insurance even in 
‘mounts of $15,000 has been sold success- 
Wy. It pays us to know what ‘the family 
Stock is, and we can know what it is in 

€ racial sense. Race is the family aug- 
mented. Family history tells us of the 





parents and brothers and sisters. Racial 
history tells us of the cousins and uncles 
and aunts. It is calculated, for instance, 
that no Englishman is further removed 
from another Englishman than a thirtieth 
cousin. If we think of the comparative 
claim experience of 1,000 English policy- 
holders, 1,000 Italian, 1,000 Greek, 1,000 
Russian, 1,000 any race, we have very 
definite impressions. It is utterly illogical 
to disregard these impressions, confirmed 
as they are by actual experience. Yet we 
have paid little heed to nativity as we 
have accepted disability applicants. 
Undoubtedly a happy environment will 
do much to improve good stock and coun- 
terbalance an unfavorable heredity. How 
much? Who knows? How intriguing to 
conjecture concerning two infants of 
equal physical vigor, one born of superior 


parents, the other from poor stock. Which 
child has the better prospects? 

Yes, of course. But if the babies are 
changed by error or malicious intent and 
the child of good parentage is brought up 
in squalor while the other child receives 
all the advantages of favorable environ- 
ment, then what? 

Instinctively we put our faith in the 
child of good stock. We believe in the 
time honored saying that blood will tell. 
And if this is true in one phase of life, 
it is likewise true in insurance. 

Ancestry should be a major considera- 
tion as we consider applicants for dis- 
ability insurance, particularly so if they 
are foreign born and ‘their environmental 
influence has yet to be proved. 

Environment we can appraise intelli- 
gently if we hold three phases definitely 
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in mind: business life, domestic life, and 
personal pursuits elsewhere. 

Circumstance tests theory against prac- 
tice. It illustrates the reactions of the 
individual against the circumstances that 
he cannot control. It shows how he with- 
stands strain and stress. 

A Suggested Scale 


Heredity — environment — circumstance. 
Then check by insurance experience. And 
here is a scale simple enough to be prac- 
tical and practical enough to be ap- 
plicable : 

A—ancestry 
B—business life 
C—conjugal life 
D—personal deportment 
E—insurance experience 

A refers to race. B-C-D refer to en- 
vironment and the reactions to circum- 
stance in these phases of life. E refers 
to knowledge gained by insurance ex- 
perience. 

A—We debit the foreign-born individ- 
ual unless he conforms to the American 
code of conduct under which our com- 
panies operate. The second generation 
is partly under foreign influence, partly 
American. Usually it takes three genera- 
tions for complete Americanization. 

B—We debit the sharpster in business, 
the man who escapes obligations in bank- 
ruptcy, the man who has questionable 
burglaries and fires, and the man in il- 
legal vocations. 

C—We debit the man whose home re- 
sponsibilities are shirked. If he fails in 
marital obligations he may be unscrupu- 
lous also in insurance dealings. 

D—We debit the man who drinks too 
much and gambles too much and is 1e- 
gardless of the rights of others with 
debts and other responsibilities. 

E—We recognize truths learned by in- 
surance experience, and debit women, 
and applicants for large amounts, and 
individuals whose earnings are in fees 
and commissions rather than salaries, 
and business that comes from hot spots. 

All of which is presented sketchily be- 
cause it is the fundamental idea that [ 
would propogate. This is neither time 
nor place for the details of the plan. 
As executives you know how prodigal 
a supply of red ink has been spilled to 
tell the insurance world that the stand- 
ards that we have been using in accept- 
ing disability business have failed us. We 
have appraised our applicants according 
to physical standards and have found 
them inadequate. 

We might be compared to bankers 
who loan money on unsecured notes ac- 
cording to financial capacity while ignor- 
ing moral stamina. Physical standards 
in insurance are necessary. It would be 
folly to eliminate them. But we must 
also judge moral stamina and mental out- 
look and make efforts to obtain policy- 
holders who have the will to do the right 
thing. 

And now, in conclusion, my summary 
is threefold: 

1. Since mass study has failed us with 
the disability problem, let us study our 
clients as individuals, according to their 
ethics and temperaments, as well as their 
bodies. 

2. Let us seek fundamental princi- 
ples and appraise our clients according 
to the basic determinants of heredity 
and environment, and check against in- 
surance experience. 

3. Let us recognize that three types 
of mind are needed if we are to write 
disability insurance successfully. The 
actuarial mind to analyze mass statistics. 
The medical mind to explain indjvidual 
impairments. And the practical mind to 
understand human nature. Fortunate he 
who combines all three types in one 
mind. 

Three minds, the actuarial, the medi- 
cal, and the practical. And the greatest 
of these is the practical. The actuarial 
and medical minds comprehend the 
physical aspects of a risk. The practi- 
cal mind stresses human nature and ap- 
plies psychology in selection—study of 
the human mind and how it works when 
applying for insurance, thereby antici- 
pating how it will work when applying 
for indemnity. 
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Would Drop Permanent 
In Disability Clause 


J. W. KINSINGER MAKES POINT 





Need For More Definite Language In 
Connection With Retroactive 
Payments 





In a paper presented before the Legal 
Section of the convention by J. W. Kin- 
singer, general counsel of the Midwest 
Life of Lincoln, on the judicial interpre- 
tation of total and permanent disability 
clauses, the legal aspects of this ques- 
tion were discussed at length. Mr. Kin- 
singer's conclusions and a summary of 
his comment follow: 


There is much to be said both for and 
against the advisability of standard pro- 
visions for disability clauses. If stand- 
ard provisions are to be adopted by de- 
partmental rulings, changes in the stat- 
utes of some states will be necessary, 
if, indeed, that method is a practical 
one. Just what will occur in connec- 
tion with the proposed standard pro- 
visions cannot; be predicted, but it seems 
safe to say that the present situation 
will result in more uniform coverage 
standards for this clause. 

Summarizing, my conclusions from de- 
cisions are as follows: 

1. If disability benefits are made ap- 
plicable after total disability has existed 
for a specified period, the word “per- 
manent” should no longer be used to 
describe the clause or benefits or other- 
wise in connection with the disability 
clause. 

2. That the requirements and benefits 
contained in the standard provisions in 
connection with notice and proof of loss 


Laird Disability Report 


(Continued from Page 11) 


whether such benefits are included in a 
life policy or issued as a separate con- 
tract. If the incontestable clause must 
apply to the disability benefits in any 
state, the maximum period permitted 
should be used. 

Cash Values 

With the adoption of Standard Pro- 
visions and higher reserves on active 
lives and the incorporation of a pro rate 
clause, the question of cash surrender 
values is bound to arise. It should be 
remembered, however, that under sick- 
ness insurance, the selection against the 
company is greater and more continuous 
than under life insurance. The company 
is therefore justified in making a sub- 
stantial surrender charge or in granting 
no cash surrender values. If a company 
does not intend to grant cash surrender 
values under the disability portion of its 
policies, it should take definite steps to 
protect itself from any claim that the 
cash value should be based on the en- 
tire reserve on both life insurance and 
disability insurance rather than. merely 
on the life insurance portion. Some 
companies may wish to clarify the en- 
tire situation by issuing the disability 
benefit as a separate contract. 

Legal Interpretation of Total and 
Permanent Disability 

Mr. Claris Adams has prepared a most 
valuable review of recent Court decisions 
for distribution to members and inclu- 
sion in the proceedings of the annual 
meeting. 

Assignment of Disability 

Although disability payments may 
exceed in the aggregate the face of the 
policy, they are frequently overlooked 
in an assignment. A clause such as the 
following suggested by Genera! Frank 
W. McAllister provides that the disabil- 
ity benefits will be paid only to the In- 
sured or his legal guardian: 

“The benefits provided herein for total 
and permanent disability are not assign- 
able, and no assignment of the policy 
shall be construed to include the same.” 

But in the absence of special policy 
provisions ali assignments should speci- 
fically include or exclude the disability 
benefits. 








are sufficiently new to warrant careful 
attention to drafting the clause, if it is 
changed to comply with these provisions 
to the end that greater uniformity in 
judicial interpretation may result. 

3. More definite language than here- 
tofore in general use is advisable in con- 
nection with the retroactive payments 
and the elimination period. 

4. Where the clause is used as a rider 
the incontestible clause in the policy 
should receive consideration in dating 
the rider when the rider is attached 
subsequent to the date of the policy, and 
it would seem that the rider should con- 
tain an inconestable clause or a provi- 
sion modifying the incontestable clause 
in the policy in its application to the 
rider. 

Would Eliminate “Permanent” 

Most companies are now using a clause 
similar in this respect to that contained 
in the proposed standard provisions. The 
adoption of such clauses has eliminated 
the question of what is permanent dis- 
ability and renders all of these decisions 
of little practical importance. Under such 
provisions benefits are provided not for 
total and permanent disability but for 
total disability after it has existed for 
four months, and during such _ period 
thereafter as it man continue. It is my 
opinion that under such circumstances 
the word “permanent” should be entirely 
eliminated from this clause. It is a 
misnomer and merely renders the clause 
ambiguous. Its use can hardly result 
in any benefit to the insurer and it gives 
the insured no benefits he is entitled to 
receive. The possible consequences of 
its use under such circumstances has 
been made apparent by recent decisions. 

It has recently been held when total 
and permanent disability has been es- 
tablished, either through recognition of 
the claim by the company or by a judg- 
ment, that in any subsequent suit to 
recover benefits the burden is on the 
company to show that the insured is no 
longer disabled. And why should this 
be unexpected when payments are made 
for a permanent disability? It has also 


been held where the policy provides 
that the company may demand proof of 
continued disability and upon failure to 
furnish the same, benefits shall cease, 
that the only thing that releases the 
company after payments have been made 
is a showing that a demand for proof 
was made and not complied with. 
Pro-Rating 

Lately it has been urged by some com- 
panies that there should be a pro-rating 
clause and such a clause is made option- 
al in the proposed standard provisions. 
It is argued that such a clause is nec- 
essary to prevent fraudulent claims and 
over-insurance. While it is true that a 
life insurance company does not have 
an opportunity to retire from the risk 
as do casualty companies, it is also true 
that the life insurance premium that 
must be paid tends to discourage carry- 
ing an unwarranted amount of disabilitv 
coverage. Pro-rating in disability clauses 
is entirely new and careful study will be 
necessary. The following questions are 
involved: Should pro-rating apply to ac- 
cident and health coverage as well as to 
other disability policies which do not 
contain such a provision? Should the 
total benefits be limited to a certain 
amount or to 100% or a lesser propor- 
tion of the insured’s earnings? And 
should change of occupation also be con- 
sidered ? 

In this connection it is worth while 
to note that the disability clauses now 
in general use are really non-cancellable 
accident and health contracts without 
principal sum and without the restric- 
tions common to accident and health 
policies, plus waiver of premiums. © The 
Prudential rate on the disability clause 
as shown by the Handy Guide, 1929, 
is $30 for $100 per month income pay- 
ments and waiver of premiums. The 
Pacific Mutual, which may be considered 
one of the leaders in the non-cancellable 
accident and health field, has a rate of 
$29.50 on their non-cancellable policy, 
highest classification, which is renewable 
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Disability Provisions 
Discussed By Howard 


USE OF WORD “PERMANENT” 





Colonel J. L. Howard Not Being Able 
To Be Present His Paper Is Read 
By William BroSmith 





Colonel James L. Howard discussed the 
paper presented by J. W. Kinsinger on 
the judicial interpretation of total and 
permanent disability. Colonel Howard's 
comments follow: 


Mr. Kinsinger emphasizes the general 
opinion that most companies have suf- 
fered a loss in the operation of the per- 
manent total disability clause, pointing 
out at the same time that these are not 


actual losses through cash expended but 
rather estimated losses representing the 
reserves which must be carried to meet 
future payments under existing claims, 

This latter item is a very important 
one, perhaps more important than some 
companies have considered it. It really 
consists of two features, first a reserve 
to meet future payments on claims which 
have been filed with the company, and 
second a reserve to meet payments under 
disabilities which have existed and of 
which the company has not yet been 
advised. 

Experience indicates that the average 
claim is presented some seven or eight 
months after the inception of disability, 
and where the contract provides for any 
payment from inception or prior to no- 
tice of claim it is obviously necessary 
that a reserve should be carried for un- 
reported claims. It is difficult to deter- 
mine what is an adequate reserve in 
either of these categories, and as Mr. 
Kinsinger suggests one of the most im- 
portant steps toward securing informa- 
tion as to the proper reserve basis will 
be the establishing of standard provi- 
sions. 

Mr. Kinsinger takes exception to the 
use of the word “presumed” in connec- 
tion with the proposed standard provi- 
sion that total disability which has been 
continuous for a specified period shall be 
presumed permanent. With this posi- 
tion we are heartily in accord and it 1s 
our opinion that heretofore it has not 
operated in accord with the meeting of 
that word. 

It might fairly be construed by the 
courts if an insured qualified for a pre- 
sumption of permanency after continu- 
ous total disability for a specified period 
that the status of the case was there: 
upon fixed for the remainder of the life 
of the insured whether or not he should 
recover. fi 
* The expression “presumed permanent 
has heretofore been used by some con 
panies not for the purpose of fixing the 
claim for an indefinite period but rather 
for the purpose of establishing a basis 
on which doubtful claims might be ad- 
justed to the satisfaction of both par 
ties to the contract. f 

Perhaps the word “permanent” might 
be eliminated as well as the word “pre: 
sumed.” It is my opinion that the wor 
“permanent” has been continued for 
what might be called statutory reasons 
Acts have been passed in various states 
permitting the incorporation in a life 
contract of certain benefits in the event 
of permanent total disability. The clause 
has developed away from the require: 
ment of permanency but that word has 
been retained so as to assure the or 
proval of the provision under the = 
utes in question. Departmental ruling 
or legislation in accord with the Com 
mittee report may make it necessary ; 
retain the word “permanent” althoug! 
it should be noted that that word “ 
prominently displayed in the Comm! 
tee’s report. 

In soonest with notice and proo 
of disability Mr. Kinsinger points “ 
the great.variance of decisions, as we, 
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lieving that notice of claim should be 
presented during the lifetime of the in- 
sured, thereby minimizing the necessity 
of reconstructing a condition of disabil- 
ity sometime in the past when such re- 
construction would be very difficult of 
definite determination in view of the 
nature of the disabilities which would 
properly be compensated by disability 
payments. 

At the same time as a matter of equity 
the company should not insist upon a 
technicality when it can reasonably be 
shown that the company has not suf- 
fered because of the failure of the in- 
sured to give an earlier notice or to 
give any notice at all. The proposed 
provisions appear to me fully to meet 
this condition. 

Standard Provisions Clear Up Some 

Points 


Furthermore the proposed standard 
requirements as to elimination of any 
monthly income payments for the first 
three months of disability will permit 
companies definitely to construct the 
contracts so that legal controversy on 
this point such as the cases which have 
been cited will be reduced to a minimum. 

Mr. Kinsinger has not devoted to the 
question of prorating the space that ] 
think this subject deserves. It has been 
a subject that has been rather freely 
discussed in the past few months and 
received sufficient favor with the Actua- 
ries’ Committee to the extent that al- 
though not mentioned in the prescribed 
or permissive provisions of the earlier 
report, yet the principle of prorate was 
definitely a¢cepted in the final report to 
the Insurance Commissioners. 

The broad coverage of present dis- 
ability provisions has created a situation 
which is virtually new in the experience 
of life underwriters. 

It may be accepted definitely as a 
principle of disability coverage that the 
monthly income benefits therein pro- 
vided are in the nature of an indemnity 
for loss of earnings and are not in the 
nature of an annuity to which the in- 
sured may become entitled irrespective 
of his earning power. 

The moral and financial hazards of 
permitting the insured to collect a 
monthly income under a disability pro- 
vision which is in excess of anything 
he has ever been able to earn are too 


apparent to require an extended discus- 


sion. 

We know from experience that insur- 
ance including disability provision has 
been fraudulently secured for the very 
purpose of quitting active employment 
and obtaining the income larger than 
the insured has ever been able to earn. 
We believe that the companies should 
be required to protect themselves against 
such fraudulent claims. The stock com- 
panies we may say will protect them- 
selves and the same line of reasoning 
applied to mutual companies would re- 
quire that the mutual policyholders must 
be protected against excessive and 
fraudulent claim payments. 

There is one other class which may 
create a dangerous situation, namely, 
those who, while not overinsured at the 
Inception of the contract, have in later 
years been unable to maintain the same 
earning power and thus created a situa- 
tion where the glamour of the contract 
Providing for more compensation than 
they can earn may induce early retire- 
ment from active pursuits. 

_ The prorating principle is recognized 
M compensation policies and of course 
It is recognized in fire companies. It is 
Not of such great importance in accident 
and health companies which are can- 
celable at the option of the insurer. 

_ Mr. Kinsinger asks, “Should prorat- 
a8 apply to accident and health cover- 
age ?” 

I should answer, to a certain extent, 
yes, but I should not apply the prin- 
ciple to accident contracts which pro- 
Vide indemnity for a period not exceed- 
ga year in that it is fair enough to 
Tecognize the additional expenses of 
Medical service, hospitalization, etc., 
Which may properly be met with such 
‘overage. But where the indemnity 
under a health policy or accident pol- 


Banker Foresees Wider 
Field For Investments 


DISCUSSES COMMON STOCKS 
President Head of State Bank of Chi- 
cago Also Believes Health and Un- 


employment Will Be Written 








The viewpoint of the banker, as ex- 
pressed by President Walter W. Head 
of the State Bank of Chicago, is that 
life insurance companies of the future 
will be investing a large proportion of 
their huge funds in the common stocks 
of the leading business corporations, 
they will be including health insurance 
and coverage against unemployment re- 
sulting from old age among the new 
lines of protection to be written and 
they will be making beneficent use of 
their great powers as investment trusts 
and protectors of public welfare. 

Speaking Wednesday before the con- 
vention President Head, taking for his 
subject “This Modern Age,” said that 
the great achievements made to date in 
all lines of endeavor are not ends in 
themselves but merely the forerunners 
of greater advances still to come. 


“We have, in this country particularly, 
developed insurance in two fields,” Mr. 
Head said, “(1) Protection of dependents 
after the death of the insured; (2) pro- 
tection of a business enterprise against 
immediate losses. Consider the tremen- 
dous fields which are virtually un- 
touched. Consider health insurance. 
Very little of it is written and the cost 
of this is generally held to be too high 
for the very persons who need it most. 
Yet, in due time, health insurance will 
be more generally written. I do not 
pretend to know by what means this 
will be brought about, but I do know 
it will come because it fills a need of 
millions of men. It may be postponed 








icy runs for an indefinite period the 
principle which we are discussing would 
require a prorating of the life cover- 
age so as to govern the total amount 
of permanent indemnity payable. 


Limiting Benefit to Earnings 


He also asks, “Should the total bene- 
fits be limited to a certain amount, or 
to 100%, or to a lesser proportion of 
the insured’s earnings?” 


That is a question on which-the opin- 
ion of the officers of different compa- 
nies would vary considerably. 

So far as the moral or financial haz- 
ard is concerned, I doubt if it would be 
dangerous to permit insurance to -the 
extent of 100% of earnings. It is true 
that most companies would refuse to 
grant coverage to the extent of 100% 
and that the original underwriting of the 
risk would control that to a certain ex- 
tent, but the purpose of the prorating 
clause is to guard against fraudulent 
claims, and to guard against decreased 
earning power in later years and safe- 
guards against neither of these happen- 
ings would require cutting the coverage 
below 100%. 

He further asks, “Should change of 
occupation also be considered ?” 

The proposed standard provisions re- 
quire that the disability should prevent 
the insured from engaging in any gainful 
occupation and prohibit the payment of} 
indemnity in the event that the insured 
is unable to engage in his chosen occu- 
pation and at the same time can earn 
a reasonable living elsewhere. 

With the conclusions with which Mr. 
Kinsinger closes his paper we are in 
hearty accord. 


until the high cost of medical care is 
reduced by some form of co-operative 
hospitalization. But someday, some- 
where, the problem will be solved. 


Unemployment Insurance 


“Consider, for a moment, insurance 
against unemployment resulting from old 
age. Old age pensions are simply a form 
of insurance—a supplanting of uncer- 
tainty. Within another fifty years I am 
confident that this type of insurance will 
be more generally effective. These are 
but two of the immediate opportunities 
of twentieth century insurance. Their 
general acceptance seems to us today to 
be a rather radical step and yet men 
here present may live to attend a meet- 
ing of this association at which a 
speaker will comment without much en- 
thusiasm upon our hesitation to under- 
take and solve what will seem, to him, 
to have been a very simple problem. 

“There is another phase of insurance 
which we must consider whenever we 
contemplate the future development of 
this great institution. I have in mind 
the investment of insurance companies’ 
resources. These investments have been 
increasing steadily, partly due to the 
larger amount of legal reserves which 
must be carried for the protection of 
policy-holders, partly because of the 
wise and prudent policy which leads 
well-managed companies to re-invest a 
large part of their profits in additional 
reserves. Today such investments ag- 
gregate about 17 Billions, 947 Millions of 
dollars. What is to be the future use 
of these tremendous sums, the size of 
which necessarily will increase as insur- 
ance continues to fulfill its destiny ? 

“Insurance companies today are the 
largest holders of practically all of the 
higher grades of investment securities. 
They are the largest holders of gov- 
ernment securities, of railroad bonds, of 
real estate mortgages. They are gradu- 
ally extending their field of investment, 
partly because they find it difficult to 
secure sufficient supplies of satisfactory 
securities in the more restricted field 
and partly because more settled indus- 
trial conditions have tended to enhance 
the investment value of securities which 
formerly were not considered sufficient- 
ly sound for purchase by insurance com- 
panies. Recently there has been a ten- 
dency to include certain classes of com- 
mon stocks as a desirable insurance in- 
vestment. Without pretending to dis- 
cuss the merits of this suggestion, I 
wish merely to point out the very great 
power which may come to insurance 
company executives if, in the future,:in- 
surance funds should be used for the 
purchase of large amounts of common 
stock of companies engaged in funda- 
mental industries. 





Life Companies as Investment Trusts 


“What is to be the ultimate result of 
this necessary concentration of 
sources by insurance companies? 


“Again I ask that you unfetter your 
imagination and consider what may come 
to pass within a few generations. In- 
surance companies today partake of 
many of the functions of investment 
trusts. Suppose the insurance field be 
substantially extended, particularly as to 
health insurance, old age insurance, un- 
employment insurance and kindred lines. 
Suppose, also, that insurance company 
investments generally include 


Fe- 


common 
stocks in basic industries as well as 
bonds and mortgages. In that case in- 
surance may become the vehicle for 


bringing about something very similar to 
the socialization of wealth which some 
of our so-called radical friends now look 
upon with favor. Under such a system 
man would protect himself against the 
uncertainties of life by various forms of 
insurance. As a policy-holder he would 
be a partner in all of the basic indus- 
tries and would share in their prosper- 
ity. The extent of his share would be 
determined by the extent of his con- 
tribution in premiums—by the extent of 
his effort to provide prudently for fu- 
ture uncertainties.” 


Give New Agents Right 
Background For Selling 


THEME OF W. W. JAEGER’S TALK 





First Establish Moral and Mental Foun- 
dations; Then Special Advice on 
Company Newcomer Represents 





The lack of adequate preparation for 
the agent’s job of selling life insurance 
which existed in the past as compared with 
the steps now being taken to provide him 
with a better education and background 
for prospecting, was the theme of the ad- 
dress by W. W. Jaeger, vice-president and 
director of agencies, Bankers Life of 
Towa, at the Thursday morning session. 

His talk under the subject “What Shall 
We Do for the Agent Besides Giving Him 
a Contract and Rate Book” embraced the 
initial instructions to newcomers; the 
period when he goes out into the field 
which the speaker called the most critical 
time in the new agent’s experience, and 
finally the manager’s duty to concern him- 
self about the agent’s every day activities, 
his financial responsibilities, his family 
life, his interest in civic affairs, and in 
fact everything that affects his. welfare 
and that of his family. Mr. Jaeger’s talk 
follows in part: 

We, as directors of agency depart- 
ments of our respective companies, have 
been woefully lax in seeing to it that 
prospective representatives of our sales 
departments have had proper instruction 
to prepare them for the grind that 
would be theirs day after day while in 
the field. Some years ago, some of the 
representative heads of these various in- 
stitutions woke up to this fact and im- 
mediately took steps to provide for a 
better education for their agents. 

In the past, we all believed that all 
that was necessary in the training of 
an agent was to hope that this man 
might, during the time that he was talk- 
ing to his friends about the selling of 
insurance, prepare himself so that he 
could eventually place his proposition 
before a stranger in an intelligent way. 
Those were the days of a great turn- 
over in our field organization. Those 
were the years when the public classi- 
fied the average life insurance salesman 
with the book agent and lightning rod 
agent and he was frowned upon and con- 
sidered a pest and a nuisance. 

Moral and Mental Foundations 

The subject “What Shall We Do For 
the Agent Other Than Giving Him A 
Contract and a Rate Book” in my mind 
can be answered very readily, by sim- 
ply saying, “Give him the proper ground 
work and sufficient information on the 
general institution of life insurance to 
convince him that the business is worthy 
of him and his metal, and then special 
instruction concerning the individual 
company that he is to represent, in 
order to prepare him to be a worthy rep- 
resentative of our institution.” 

This instruction, I believe, should be 
divided into two heads; first a moral 
ground work or foundation, and second 
a mental foundation. Under the first 
heading, the importance of the life in- 
surance business in its broader signifi- 
cance should be explained. If the sales- 
man will get the vision of the big and 
noble aspects of life insurance and real- 
ize that he is dealing in personal mat- 
ters that are of a confidential nature 
and dear to the prospect, he will be 
able to carry conviction to the purchaser, 
raise the standards of our business and 
put up a barrier that will be hard for 
the twister to hurdle. In our eager- 
ness to get more and more business, let 
us not overlook the bigger and better 
things that our institution provides. 

Next, under this general heading, the 
new salesman should be given a clear 
understanding of what his individual 
company stands for. He should be in- 
formed regarding the ideals, security, 
dependability, the methods and general 
policy of that company, and thoroughly 
convinced that he desires to be a repre- 
sentative of that organization. If we 
take sufficient time and lay proper stress 
on this moral foundation, we will go a 
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long way toward eliminating the rover 
or drifter from our organizations. 

If, by this time, your agent is not con- 
vinced of the importance of the institu- 
tion of life insurance as a whole; if 
he has not come to the realization that 
to succeed in this business requires con- 
tinuous study, self-control and ability to 
manage himself, then the time has come 
to dismiss him. 


Instruction by Easy Stages 

After convincing your agent of the 
great scope of life insurance in general, 
the next step for this man is that of 
giving him the proper mental founda- 
tion. You and I should insist that our 
general agents give to the new sales- 
man a complete course of instruction in 
order that he may carry conviction with 
him in his sale and be able to show the 
buyer why he should purchase life in- 
surance for the protection of his fam- 
ily, his business, and for himself in his 
old age. We also furnish the agency 
manager with a course of instruction for 
the new agent. I don’t believe that there 
is any set way that this should be han- 
dled, nor any particular order in which 
this should be taken up with a new 
man, but I am pleased to give you the 
general routine used by us. 

First, we instruct him in the proper 
use of the rate book, giving him the 
meaning of the various terms used in it, 
but in no case do we give information 
in connection with the rate book to start 
with on more than possibly two policies. 
Right here I want to say that there is 
great danger in giving the new man too 
much information. We can not be too 
careful about this very thing. You must 
give him just sufficient information to be 
mastered step by step; otherwise, there 
is probability of causing mental indi- 
gestion and making him feel. that the 
business is so complicated that he will 
never be’ able to handle the subject and 
he will be discouraged before he ever 
starts actually selling. We have been so 
lax in the past, allowing the salesman 
to go with scarcely any information, 
that our tendency naturally would be to 
go to an extreme the other way. 

The next step we take is instruction in 
the company manual. That is gone 
through completely the same as the in- 
formation in the rate book, and follow- 
ing both, after we have taught him the 
proper use of the application blank, of 
the medica! blank and have shown him 
how to handle medical examinations 
and all things pertaining to the actual 
taking of an application, we now follow 
with both oral and written examinations. 

We next take up with him the policy 
contracts paying special attention to the 
options of settlement, showing him how 
these settlements can be made to fit the 
needs of policyholders. At this place, 
the various features are explained, like 
the total disability and double indemnity 
clause. In every school or college, 
courses of instruction are so arranged 
that the student progresses from the 
easy to the difficult—each step provid- 
ing the ground work for what is to 
follow. 

Why should this plan not be followed 
in a school for life insurance instruc- 
tion? We believe it should and give 
to the new man information on two 


forms of policies only, as a starter, pref-. 


erably the ordinary life and twenty pay- 
ment life. After he has, in a sense, mas- 
tered these two forms of policies, it is 
then time to take up with him other 
more intricate forms such as the month- 
ly income and some special plans that 
your individual company may have. Now 
again an oral and written examination 
should follow. 


Word Pictures Rather than Intricate 
Illustrations 
You should also impress upon your 
salesman the advisability of using word 
pictures, human interest stories and 
such, so that the prospect can visualize 


Mechanics Of Making 
Sales Needed First 


OPINION OF J. J. MORIARTY 





Discusses W. W. Jaeger’s Paper on New 
Agents; Says Their S Depend 


on Manager or General Agen 








Following Mr. Jaeger’s paper John J. 
Moriarty, vice-president, Missouri State 
Life, further discussed the problem of the 
new agent, dwelling particularly on the 
fact that in the majority of cases the new 
men coming into the business are faced 
with the definite economic necessity of 
starting to earn at least a living income 
out of the business within a comparatively 
short time after entering it. He thought 
that after a newcomer has made a few 
sales he is ina much more receptive mood 
to get real benefit out of educational 
courses. His remarks follow in full: 


I agree with Mr. Jaeger “that the av- 
erage general agent, a few years ago, 
felt that he was doing his complete duty 
by a new salesman when he spent as 
much as thirty minutes giving that in- 
dividual a ‘complete’ understanding of 
the institution of life insurance, infor- 
mation regarding his own company, a 
general course of instruction as to how 
to proceed in order to be a successful 
salesman, handed him a rate book, a few 
application blanks, told him to go out 
into the field and talk to his friends 
about the purchase of insurance, patted 
him on the back and wished him good 
luck.” However, I am not ready to 
agree that this practice has disappeared. 
I think it is still going on today in a 
very large measure. This is not only 
true of general agents and managers 
but also of agency departments of vari- 
ous companies. 

All of us, of course, recognize the 
great expense that the life insurance 
business is put to each year because of 
the heavy rate of turnover among men 
who enter the business. There is no 
need for us to dwell on this phase of 
the matter at this time. It is a situation 
that presents a real problem to every 
one of us. 

Sales Courses Sometimes A Handicap 

A few years ago there was a definite 
trend among life insurance companies to 
establish educational courses of one 
sort or other for their agents, and par- 
ticularly for the new men under con- 
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tract, to assist them in getting started 
in a sound and substantial way in this 
new undertaking. There is no question 
that these courses have been of real 
value to the agents, their companies and 
to the institution of life insurance in 
general. Nevertheless, I should like to 
point out one or two impressions con- 
cerning them that seem to grow stronger 
in my mind as I continue to observe the 
results of these courses. 

The education which these courses aim 
to give the man is splendid for them 
and it will be of inestimable value to 
the. agents who make an ultimate and 
substantial success in this business; but 
for the new men in the business I am 
of the opinion that these courses, in 
general, are apt to be so complete and 
so intensive that they go a little too fast 
for them. It may be that these courses 
are over the heads of the average men 
who come into our business. 

We must bear in mind that in the 
majority of cases the new men coming 
into the life insurance business are faced 
with the definite economic necessity of 
starting to earn at least a living income 
out of the business within a compara- 
tively short time after entering it. This 
necessity is not at all imaginary in these 
cases; it is a definite, serious problem 
with the new man. If it is serious 
enough in any particular case I am of 
the opinion that it cannot be otherwise 
than a real mental handicap in studying 








the things that happen to others that 
may happen to him, rather than for him, 
the salesman, to uSe intricate illustra- 
tions of cash values, dividend accumu- 
lations, etc., all of which we believe are 
contrary to the true service that life 
insurance properly sold provides for the 
individual and his family. 

There are many agency manageys, 
who, up to this point, follow the prac- 
tice of giving instruction to the new 
salesman and who then fall down in their 
proceedings by allowing the man to go 
into the field without assistance, permit- 
ting him, as it were, to work out his 
own salvation. To me this is the most 
critical time in the new agent’s experi- 
ence. He has been allowed to creep, so 
to speak, in this insurance world and 
right now he is to learn to walk. Is it 
not within reason that he should be 
given a helping hand right at this point, 
just as we help a child who is learning 
to toddle after he has been creeping for 
some months? 

This man should not go into the field 
alone. He has had an abundance of the- 
ory, and now it is time for him to have 
a practical demonstration of what all this 
theory means. We should see to it that 
an experienced salesman goes with him 
for a good many days. It is preferable, 
of course, to have that salesman a super- 
visor of the agency, or better yet, the 
agency manager himself. He will need 
constant guidance over the rough spots 
and around the obstacles that usually ap- 
pear before the new man, as he starts 
out in his undertaking. Obviously, no 


man will be enthusiastic over this busi- 
ness, no matter how much he may be 
impressed with its worth, unless he sees 
the opportunity to make money in it. 
Therefore, the first few weeks of that 
man’s field experience will go a long way 
toward making him a successful, satis- 
fied agent, or one that feels that the goal 
is beyond his reach. 


Advice on Team Work and Competition 


Sometime during this course of in- 
struction, and I believe the best time 
is after the man has actually been in 
the field alone, this agent should be 
thoroughly trained as to fair competi- 
tive methods and as to proper relations 
with his fellow agents, as well as the 
agents of other companies. He must 
be shown that petty jealousies cannot 
exist in a sound organization. Team 
work must exist; honest co-operation 
must be present; sincere loyalty is im- 
perative. All of these things your man- 
agers know, but I feel that we are all 
guilty in not being willing to exert our- 
selves enough in. training these sales- 
men in the ethics of the business. These 
men are usually mature men when they 
start in our work, and I am afraid we 
take too much for granted, thinking that 
on account of their maturity they know 
more about the business than they really 
do. We also feel that they have the 
ability to grasp quickly information im- 
parted to them, forgetting that it has 
taken us many years of steady appli- 
cation to become fairly successful sales- 
men. 


the life insurance business. Many of 
the men taking these courses today are 
not getting the full benefit from them 
because they are confronted with the 
pressing problem of procuring an in- 
come to meet their current expenses. 


Agent More Receptive After A Few 
Sales 


Is it not true that what this class of 
men needs upon entering the business 
more than anything else—and as I see 
it, this class is the predominating class 
among new entrants into the business 
each year—is some assiStance through 
some means that will help him learn, 
not so much the complete details of our 
business, but rather the mechanics, as 
Mr. Jaeger calls them, of actually mak- 
ing sales? : 

I cannot help but believe that the new 
man after he has made a sale or two 
from which he has derived a pecuniary 
profit is in a much better state of mind 
to get real good out of our educational 
courses than the man who during the 
period of his training is not earning 
commissions. 

I do not wish to have anything I have 
said interpreted as a depreciation of the 
value of our educational courses. No 
one recognizes more fully than I do the 
important place that such courses have 
in our agency development program; but 
they do not, in my opinion, solve the 
most pressing problem of the new man, 
and that is how he can be equipped to 
earn commissions in the shortest space 
of time. 

To sum up my thoughts, while I firmly 
believe in the necessity of educating 
our men to a full and sincere apprecia- 
tion of the life insurance business as 
an institution and of the merits of their 
own company and its program, and so 
that they will be able to serve their cli- 
ents as true insurance advisors, our pri- 
mary problem with the new man is to 
get him earning commissions quickly 
enough so that he will not become dis- 
couraged and leave the business before 
he has given it or himself a fair trial. 

There may be other solutions of this 
problem but in my opinion its solution 
lies very largely in the selection of the 
proper man to act aS manager or gen- 
eral agent, for my observations have 
been that an agent’s success is largely 
dependent upon the kind of man he has 
for manager or general agent. 

It is my, further opinion that it is just 
as important that the manager or gen- 
eral agent should be a man who has 
general business ability as it is that he 
should have first+rate ability in insurance 
matters. It is not sufficient that the 
manager or general agent should be 
schooled and skilled in insurance; he 
must also possess sound general busi- 
ness knowledge and judgment. It is im- 
portant that he be a man who is and 
has been wise and judicious in the han- 
dling of his own affairs and has dem- 
onstrated that he can direct and guide 
others in the handling of their affairs. 





Kinsinger Paper 
(Continued on Page 14) 


to age sixty and carries a_ninety-day 
elimination clause without principal sum. 
The same company has a rate of $58.40 
for their disability clause which carries 
a $150 per month income payment. It 
would seem that the present disability 
rates would be warranted even after 
pro-rating and perhaps other restrictions 
usually contained in accident and health 
policies were added to the contract. 


Incontestable Clause 


The proposed standard provisions make 
no reference to an incontestable clause. 
It would seem, however, that where tt 
is the practice of the company to have 
the disability clause attached to the pol- 
icy by rider, a separate incontestable 
clause should be included and that, um 
less it is the intention to waive defenses 
barred by the incontestable clause, the 
rider, if subsequently attached, show 
bear the date it is attached to the policy: 
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The Home Office And Its Agency Department 


H. H. Armstrong, vice-president of the 
Travelers, discussed “The Home .Office 
and its Agency Department.” His ad- 
dress was in part as follows: 

The home office agency department 
represents that phase of a Life insur- 
company’s operations which we 
proudly estimate as the foundation on 
which all ‘successful 
been built. The insurance business 
means selling insurance. That is the pur- 
pose for which our various companies 
have been, organized. Insurance is sold 
by agents. Every attempt that has been 
made up to the present time to distrib- 
ute insurance without agents has been 
a failure. Many experiments have been 
tried through advertising and circulariz- 
ing, but the outcome has always been 
the same. Men in large numbers will 
not voluntarily apply for Life insurance 
however attractive the proposal, without 
the persuasive influence of the personal 
sales appeal. And applicants would be 
regarded with suspicion if they did so 
apply. 

Therefore, “No agency department, no 
agents; no agents, no business; no busi- 
ness, no company.” This is a_ plain 
statement of fact. It is not intended to 
depreciate the importance of the other 
departments. Nor is it a revival of the 
old question of which was first—the hen 
or the egg. But the fact remains, that 
without a well established and well di- 
rected agency organization, there would 
be no occasion for other departments of 
a life insurance company. These other 
departments are established for the pur- 
pose of taking proper and expert care 
of the business produced by the agency 
department, and without their whole- 
hearted co-operation the agency depart- 
ment in turn would be helpless and 
could not be maintained. Thus there is 
a dependency among all the departments 
of a Life insurance company which has 
to be recognized and carefully observed 
for the smooth and successful operation 
of the company as a whole. 

Vice-President Fulton of the Home 
Life of New York has coined this per- 
fect expression—“‘The agency depart- 
ment is not the whole company, but 
the whole company should be the agency 
department.” 

No Gulf Between Departments 

There is, perhaps, too great a tendency 
to think of the field forces and the home 
office, or the home office agency depart- 
ment and the other home office depart- 
ments as separated by a wide and un- 

passable gulf. If I may presume to offer 

advice, it is this—Build no stone wall 
around your agency department, or 
rather let no stone wall keep your agen- 
cy department isolated from the other 
departments of the company’s affairs. 
ncourage all other departments at the 
ome office to be interested in agency 
work, and see to it that every company 

Tepresentative, regardless of his duties, 

who visits the field is sufficiently 

grounded in a knowledge of agency 

Plans and ambitions to be able to listen 

and reply intelligently to the comments 

of the field men with whom he comes 

M contact. 

Personality is still the greatest factor 

N our business, and every contact be- 

tween home office and field whenever 

and wherever it may come should pro- 

Mote goodwill and company sentiment, 

Or unless these two are built of the 

abric of a company’s organization, that 

Company will not grow great. 

here are more commission agents in 
your employ than there are salaried men 


ance 


companies have 


H. H. Armstrong, Vice-President, the Travelers, Stresses 
Need for Co-Operation From All Departments of Com- 
pany With Agency Department; He Says All Divisions of 
Home Office Should Be Encouraged to Be Interested in 
Agency Work; Underwriting Should Be Left to Under- 


writers But Agency Officers 


and women, and these commission 
agents are just as thoroughly employes 
and just as much interested in their com- 
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pany as is any salaried home office or 


branch office employe. 


In welcoming 
home office visitors 


to their offices, 











Should Be Kept Informed 


agents do not differentiate between rep- 
resentatives of your medical department, 
your underwriting department, your in- 
vestment department, and those of your 
agency department. To them their busi- 
ness means selling more insurance, and 
they feel that any one from the home 
office should be interested in the agent 
and in his production. So let all home 
office visitors greet agents as fellow em- 
ployes. 

The functions of the home office are 
to provide safe and salable contracts, 
to select proper policyholders, and to in- 
vest funds entrusted to its care with 
meticulous fidelity. The function of the 
sales organization is to secure the wid- 
est possible distribution of the company’s 
contracts to people who are worthy of 
the protection afforded. Between these 
two stands your agency department rep- 
resenting both home office and _ field 
alike. It is not wholly of the home of- 
fice; it is not wholly of the field; it is 
the liaison between the two. 

The home office agency department 
should leave underwriting to under- 
writers whose judgment based upon 
years of experience surpasses that of 
others however honestly derived. Like- 
wise, the investment of money secured 
by the sale of policies should be the sole 
prerogative of the investment experts 
whose action must never be influenced 
by temporary expediency even though 
the extension of a loan will influence the 
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sale of a considerable volume of busi- 
ness. 

While there must be a “hands-off” 
policy on the part of the agency de- 
partment towards these two in carrying 
out the duties to which they are. pri- 
marily responsible, there should, at the 
same time, be a continuous interest by 
these two departments in agency affairs. 
Good business is produced by good 
agents. The reverse is equally true. Let 
your underwriting department keep your 
agency department informed at all times 
of the quality of business produced by 
each sales representative. Have some 
well .devised “quality” report prepared 
which discloses the rejection ratio, the 
type of business secured, the average 
volume maintained, and the average pre- 
mium secured. Here is definite informa- 
tion that tells us more about our agent 
than any number of casual contacts with 
him. Turn these reports over to the 
supervisor, home office or field, as a 
basis for corrective treatment, and in the 
process you will find that many a poor 
agent becomes a good one, and good 
ones become better. 

Functions of Departments 

With the investment department the 
relationship is obviously not so definite 
but it will be helpful to the agency de- 
partment to know where substantial 
loans have been made as evidence of 
progressiveness of the community so fa- 
vored and in which, perhaps, at pres- 
ent your company is without represen- 
tation. There are other sales values to 
such loans or investments which I will 
leave to your imagination. 

The functions of the agency depart- 
ment are to procure, train, and super- 
vise desirable agents. This job should 
be left to the agency department. It is 
highly specialized work and should be 
undertaken only by those whose train- 
ing has made them experts in this di- 
rection. Corrective measures needed by 
agents should be applied by those whose 
duty it is to apply them. Let your ad- 
monition always be through and not 
over your agency department. 

The American business corporation is 
a remarkable exemplification of co-oper- 
ation. Even men of adverse tempera- 
ments and antagonistic disposition work 
together in friendly fashion in their de- 
votion to a common cause. The field 
reflects the home office, and unless this 
feeling of friendly co-operation can be 
maintained at home office, it is not likely 
to extend to the field. Friction at the 
home office invariably means lost en- 
ergy in the field. 

-Agency departments are frequently re- 
ferred to as temperamental—and we are. 
We are not unlike “prima donnas” be- 
cause we reflect the temperamental field 
organization where success can only be 
assured through mental comfort—a 
happy frame of mind. You executives, 
by your attitude to agency affairs, and 
perhaps your attitude to the men in 
charge of these affairs can make or 
break the temper of your organization. 
Every salaried employe of the home of- 
fice, regardless of the relationship to 
field operations which he may serve 
should be “sales-minded.” 

We all regard as fundamenta] the ne- 
cessity of having every company touch 
with agent, policyholder, or with the 
public one of tact and courtesy. But 
how carefully do we see to it that this 
program is followed in contacts by cor- 
respondence between the home office on 
the one hand and the public, policyhold- 
ers, agents, or field supervisors on the 
other? We have all known the tactless 
and unfortunately expressed letter sent 
by some one from the home office to the 
manager or general agent which has in- 
spired his resentment to the point that 
his field efficiency has been impaired 
and consequently the company’s inter- 
ests have suffered for a considerable 
time. 
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Albritton For Centralized Control In 
Agency Head; Agents’ Analysis Book 


E. S. Albritton, vice-president and man- 
ager of agencies of ihe Southern States 
Life, Atlanta, one of the speakers on the 
theme, “The Home Office and Its Agency 
Department,” said in part: 

I believe in a strong centralized con- 
tral of a life insurance company’s agency 
The authority should be 
vested in a chief agency executive. This 
agency executive should know his busi- 
ness. While actual field experience in 
personal solicitation and in organization 
work may not be absolutely essential, this 
experience is certainly a valuable asset. 
I believe that this chief agency executive 
should have a free and independent hand 
in agency matters. As long as he is suc- 
ceeding, supervision by higher company 
officials should be in the nature of advice 
His efforts should be un- 
trammeled, and he should be judged by 
Should his 
results not warrant the company in re- 
taining him, in justice to the man and to 
the organization, the company should, 
without dissembling, seek a successor to 
him. I fully appreciate the fact that 
“success,” especiaily in the work of an 
He is 


held responsible not only for obtaining 


department. 


and counsel. 


only one standard—success. 


agency executive, is a big word. 


volume of business, but business of qual- 
ity, and he must regulate production cost, 
strive toward a sane and safe mortality, 
enact and enforce legitimate underwrit- 
ing principles and a scrupulous code of 
ethics. 
Assistants for the Agency Chief 

I have referred to my belief in a strong 
centralized agency department, through 
We must 
that while one individual should 
direct and, as far as possible, supervise 


one chief agency executive. 
admit 


all agency activities, at the same time no 
one individual can do everything on a 
There must be 
the chief agency 


basis. 
assistants to 


single-handed 
proper 
executive, each with his respective duties 
directed toward the proper functioning 
of the organization. In a company of 
moderate size as the majority of us here 
the chief agency executive 
should have a capable assistant who can 
take his place when the chief is in the 
field and who can conversely be assigned 
problems away from the home office, 
which he can handle practically as well 
as the chief agency executive. 

Probably the assistant of next import- 
ance is the agency auditor, who handles 
that unpleasant but necessary task of 
getting business paid for after it has 
been so enthusiastically written and is- 
sued. The agency auditor should be un- 
der the chief agency executive’s close 
supervision, to whom vital reports should 
be made. 

Most companies have come to a reali- 
zation of the value of a department which 
we Shall call, for want of a better name, 
the sales promotion department. The 
head of this arm of the organization must 


represent, 


be a close ally and dependable confed- ° 


erate of the chief agency executive. Most 
companies require some individual to 
handle the details of correspondence, and 
the interpretation of company underwrit- 
ing rules to the fieid representatives. He 
is usually calied the agency secretary, 
and of course he is an important part of 
the home office agency department. 
The president of the company, if he is 
not the chief agency executive, can be 
either a direct or an ex-officio member 
of the agency committee. I believe this 
is purely a matter of individual decision. 
Certainly it cannot harm the president of 
a life’- insurance company to contact fre- 


quently with his company’s agency prob- 
lems. Most certainly the proper func- 
tioning of an agency committee is bene- 
fited by having the advice and counsel 
of the president of the company. 

These four active agency department 
workers, with the optional addition of 
the president, headed by the chief agen- 
cv executive, should constitute what is 
familiarly known as an agency commit- 
tee. Frankly, gentlemen, a company can- 
not go far in its agency work, unless it 
has a real agency committee which gen- 
uinely functions. 

The “Book of Revelations” 


What is proper functioning of an 
agency committee? With the assump- 
tion of your permission I shall illustrate 
by exhibiting what we call our “Book of 
Revelations.” We admit this book is not 
infallible and that it is not a cure-all for 
our troubles. The use of it, however, is 
certainly helping us to build a well-knit 
efficient home office agency department. 
The book illustrates the important factor 
which is necessary to a strong central- 
ized control of the home office agency 
department. That factor to which I refer 
is, that your chief agency executive as 
director of the agency activities, with the 
other members of his committee, must 
be thoroughly informed as to what is 
going on in every field point. The com- 
mittee must know just where strength 
emerges to carry the company on to 
large and proper production, and just 
where troubles rear their heads to ham- 
per agency growth. The book is not 
voluminous, but it covers two full months. 
We have first the written and issued 
business of all agencies, drawn together 
every ten days or three times each month. 
Then comes the monthly showing of 
written and issued business for all agents 
by agencies, the agencies grouped by 
states in their alphabetical order. Next 
comes the standing as of the month end, 
of all agents, on paid business as regards 
their convention or club qualifications. 
This information is followed by two sin- 
gle sheets which exhibit the net paid and 
net issued business, with relative posi- 
tions of all agencies for the month just 
closed, and for the year-to-date. Next, 
so the agency committee can know 
whether there is progress, those figures 
are repeated on two pages for the indi- 
vidual month, as compared with the pre- 
vious year, and the year-to-date as com- 
pared with the corresponding period of 
the previous year. Then follows a rec- 
ord of individual agents grouped under 
agencies, of the not-taken policies and 
the first year cancellations. It is my 
theory that if an individual agent is kid- 
ding himself or if an agency is kidding 
itself, we want that fact to stand out like 
a sore thumb as we review the results. 

The “Book of Revelations” then takes 
up a study which places every agency in 
close review before the committee, in 
most detailed form. There is a separate 
page for each agency called, “Financial 
Statement for October, of the Jno. T. 
Jones Agency.” This page indicates the 
date of the contract, the location, the 
basis of contract, and other information 
of a historical nature. Below this is 
listed the paid-for business for the month 
and for the year-to-date. The amount of 
actual remuneration the agency has 
earned for the month and for the year- 
to-date are indicated. Balances are 
shown, actual ledger balances as of the 
month just closed. Below this we see 
the renewal commissions paid to the 
agency and the lapse ratio in volume and 
in percentage. 


Visualizing Results 


Finally we see the ledger balance as of 
January 1, in order to know whether 
progress is being made. The net paid 
business for the previous year is indi- 
cated, so the agency committee may as- 
certain whether proper growth in paid 
business is taking place. At the bottom 
of the page is space for remarks. We 


Loan-Making Agents 
Discussed By McVoy 


SUPPORTS PRACTICE IN GENERAL 


Central States President Comments On 
Armstrong Paper About Home 
Office and Agency Department 


James A. McV oy, president of the Cen- 
tral States Life, discussed the paper “The 
Home Office and Its Agency Depart- 
ment” presented by H. H. Armstrong, 
vice-president of the Travelers, at the 
agency section meeting. Mr. McVoy’s 
comments follow: 

In considering the relations of the 
home office to its agency department 
one is tempted to say this department is 
the most important section of the home 
office organization. Through the agen- 
cies comes the flow of new _ business 
without which it is impossible for a life 
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insurance company to prosper and fulfill 
its mission in serving the public. 

The agency department touches in 
vital measure all the other departments 
of the home office, particularly the in- 
vestment, actuarial and medical depart- 
ments. 

In a discussion of the relations of the 
agency department with the investment 
of funds we must keep in mind that 
many companies divorce completely the 
operations of the agency and investment 
departments, while some companies, I 
understand, permit class “A” agents to 
submit applications for mortgage loans. 

It seems to me it is a good practice 
for a life company to use its funds in 
developing business, provided such loans 
conform to the requirements of the com- 
pany generally applied to other invest- 
ments. The danger is such a policy may 
result in the demoralization of the 


agency force, who are likely to become 
more interested in placing loans and 
securing life insurance in that manner 
rather than in the harder method of 
writing business on its merits. 

Something can be said for both points 
of view. Nevertheless it seems to me 
some middle course can be adopted to 
advantage. If this is accomplished the 
investment department may then oper- 
ate in harmony with the agency depart- 
ment in developing the business of the 
company. 


Agency Department Nerve Center 


The actuarial and medical departments 
in underwriting, rating and issuing busi- 
ness are necessarily brought in close 
contact with the agency department. This 
is the nerve center of the home office 
organization. Here contending forces 
struggle for supremacy, and here of all 
places is the opportunity for the mod- 
ern business diplomat to function. “Turn 
them down and make them like it” is a 
job generally pushed on the agency de- 
partment, for the agency department 
naturally comes in close personal touch 
with the soliciting agent and must listen, 
soothe and nurse the outraged solicitor. 

The agency department is constantly 
told that the company has the most 
prejudiced, conservative and __ short- 
sighted medical department in existence 
because so many of the declined or rated 
cases are rated or issued standard by 
other companies. A modern Machiavelli 
is needed to adjust this difficulty. No 
credit is given for cases issued where 
other companies have declined or heav- 
ily rated. The problem can be helped 
tremendously by a proper adjustment of 
the relations of the actuarial and medical 
departments with the agency depart- 
ment. 

I am not suggesting that underwriting 
be influenced by agency conditions but 
I believe if these departments are in 
close contact and understanding that 
difficulties are reduced and the under- 
writing policy of the company sold to 
the agency force. Many companies have 
adopted the practice of having home of- 
fice representatives of the medical de- 
partment visit agencies talking directly 
with the agents about declined cases, 
sometimes resulting in issue of the pol- 
icy. This is a great help to the agency 
department in its efforts to keep its 
agents satisfied. We all know close con- 
tact and acquaintance with the agent 1s 
of the greatest advantage. The agent 
should feel that the directing officers of 
the medical and actuarial departments 
are human beings—their hearts over- 
flowing with the milk of human kind- 
ness—so when he gets a case that 1s 
turned down he will make allowance for 
the “short-sightedness” of his friends. 


Selling of Company to Agents 


Selling the company to its agents 1s 
the first business of the agency depart- 
ment but the company cannot be sold un- 
less the heads and junior officers of all 
other departments who come in contact 
with the agent or the agency depart- 

(Continued on Page 23) 
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believe this gives an almost perfect re- 
view of the condition of each agency at 
the end of every month. If any agency 
is failing on any individual point, the 
fact can be immediately called to atten- 
tion, and remedial steps taken. Likewise, 
of course, progress can be noted and 
proper commendation rendered. We find 
this method relatively simple, probably 
because all of our agency contracts are 
alike, on a standardized basis, and be- 
cause they all run concurrently with the 
calendar year. 

Following these individual agency rec- 
ord sheets, our sales promotion manager 
makes his report showing to the agency 
committee just how extensively his de- 
partment has been used, with what re- 
sults, and at what expenditure. This is 
followed by an individual record of all 
agents who are eligible for the presi- 
dent’s club, which is based on renewal 
records. Then follows the weekly re- 
ports of our three supervisors, unless 


these have been studied at a previous 
called meeting. Finally the companys 
statement as of the last day of the month 
just closed appears, so that the agency 
committee can see the condition of the 
company financially and from an insur- 
ance count. 

Surely home office control of field ac- 
tivities, through its agency department, 
must be based on the old theory, that 
“Knowledge is Power.” Our “Book of 
Revelations” gives us under one cover an 
X-Ray synopsis of the activities of every 
agency unit in our territory. The 1 
formation is drawn by our department 
heads in the home office, who know 10 
advance what the committee wants. A 
reports must be in this book not later 
than four days after the close of the 
month to be reviewed, and on the fifth 
the agency committee holds its regular 
monthly meeting. The report is so com- 
pact that the committeemen may take It 
home for careful study, if need be. 
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Life insurance in the national business 
structure was discussed by Leroy A. Lin- 
coln, first vice-president and general coun- 
sel of the Metropolitan Life, his address 
being in part as follows: 


The institution of life insurance in this 
country has enrolled in its service over 
370 legal reserve companies with about 
200,000 officers, home office employes and 
full-time agents. It is almost impossible 
to determine the number of part-time 
employes including agents, physicians, 
nurses, lawyers, mortgage loan corre- 
spondents, credit people and _ building 
maintenance staffs, who are more or less 
closely affiliated with the business. But 
it would be altogether safe to say that 
about a quarter of a million individuals 
are gainfully employed in the life insur- 
ance business in the United States. Fur- 
thermore, it may fairly be assumed that 
at least four persons are dependent upon 
each one of these workers and so we 
may believe that more than a million 
persons receive much of their livelihood 
through identity with the life insurance 
business. 

When the war was over and we began 
to take stock of our situation it was 
found that we had learned some great 
lessons about co-operation. A new spirit 
began to prevail. Our National Depart- 
ment of Commerce, under the guidance 
of its then secretary, Mr. Herbert Hoo- 
ver, took the lead in inspiring us with 
the idea of a national business structure 
—a structure built of the many separate 
businesses and lines of business which 
go to make up the commercial activitv of 
the nation. We came to see how the 
success of any business was dependent 
on the success of all. We learned that 
a weak spot in the structure weakened 
the whole structure and each of its parts. 
We learned how to co-operate, one con- 
cern with another in its line, through 
trade associations, each line with the 
other through chambers, of; commerce 
and other organizations of like charac- 
ter, and all for the promotion of the 
business life of the nation as a whole. 

Coincident with this development of 
industry and largely as a result of it, 
there came a new era of prosperity. 
Never before in the history of the world 
has any country been so blessed with 
material possessions. What is perhaps 
equally important is the fact that this 
unprecedented wealth has become more 
and more widely distributed as our pros- 
perity has increased. Wages have gone 
to a scale undreamed in other years or, 
even now, in other countries. At the 
Same time there has been a reduction 
in the cost of production of many com- 
Modities so that the wage-earners of the 
country have more money to buy not 
only the necessities but also the luxuries 
of life which, in their turn, have been 
made available at prices within the reach 
of all. Savings bank deposits have in- 
creased. New homes have been built 
So extensively that many of our towns 
and cities give the appearance of being 
fntirely new. Recently the nation seems 
to have become investment conscious. 
Almost every stratum of the population 
seems keenly interested in the financial 
Structure of the country and is profiting 





Life Insurance In National Business Structure 


Leroy A. Lincoln, First Vice-President and General Coun- 
sel of Metropolitan Life, Tells of Important Influence Life 
Insurance Has Had on Country’s Development and Pros- 
perity; How Different Kinds of Life Insurance Have Fit 
Into the Structure; Stresses Need For Old Age Pensions; 
How Insurance Money Has Helped Progress 


directly or indirectly from its growth 
and its improvement. 
What Is the Place of Life Insurance? 
What, then, is the place of life insur- 
ance in this new situation? Has life 
insurance lagged behind in this growth 
which we have just considered? Are 
our seventeen billions of assets playing 
their part in stimulating the growth of 
business and the well-being of our. peo- 
ple? What is to be the relationship of 
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our own business to the whole business 
structure? 

Fortunately, the people of this country 
afte, to '2 constantly increasing degree, 
securing protection for themselves 
against such calamities, so that when 
premature death or disability shall oc- 
cur, the social and financial distress is 
relieved while the dependents are be- 
coming able to take care of themselves. 
The complex machine of our industrial 
life is thus enabled to run on more 
smoothly. In one sense it may be said 
that life insurance softens the shocks 
which the business structure may suffer. 
Certain it is that the sound economic po- 
sition of our individual citizens, 
mass, supported as it is by life insur- 
ance, is of the utmost importance to our 
national business structure. 

But we have goods more immediately 
available to business. We have developed 
that peculiar type of insurance known 
as corporation insurance by the use of 
which large business concerns are able 
to secure protection against that shock 
which results from the death of an of- 
ficer or skilled employe, whose individu- 
ality, whose expert knowledge, or whose 
particular interest and support of an en- 
terprise may have come to be so vital 
to its continued success. No statistics 
are available to illustrate the extent to 
which this form of insurance is being 
used, but there is no doubt that many 
millions of dollars of security have been 
made available through this device, to 
the end that successful businesses shall 
not suffer the actual financial handicap 
which would otherwise result. 

Co-partnership insurance is close kin 
to corporation insurance, and serves the 
same general purpose. The loss to the 
firm’s business, the complications of ad- 
justments between surviving partners 
are largely mitigated where co-partner- 
ship insurance is in force. Such insur- 


ance affords the means to buy, for cash, 


in the. 


the interest of the deceased partner. To 
be sure, there is nothing unique in the 
policy itself, but its adaptation to the 
necessities of the partnership form of 
business fully warrants our claim that 
this is one of the products of our insti- 
tution which has a very clear place in 
the nation’s business structure. 

Within the past fifteen years we have 
witnessed the perfectly phenomenal 
growth of a new child of life insurance 
—group insurance. Here, too, we may 
confidently assert that one of our prod- 
ucts plays an important part in sus- 
taining the nation’s business. The spirit 
of co-operation between employer and 
employe has nowhere been more out- 
standingly signalized than in the situa- 
tion where the employer joins hands with 
the employe to secure that form of pro- 
tection against the spectre of death 
which enables the employe to dismiss 
from his mind, to a very considerable 
degree, that worry over the situation of 
his dear ones, which must, many times 
in the past, have occasioned much un- 
necessary inefficiency. And partly out 
of this mutual relationship has sprung 
a new spirit of good will between em- 
ployer and employe. Both parties have 
seen the futility of arrogance and of 
strife and have learned to appreciate the 
value of mutual co-operation. What this 
is worth in dollars and cents to Ameri- 
can business where, almost alone, this 
kind of insurance is used, is beyond 
measure, but public appreciation of it will 
grow and grow with the years. 

Need For Old Age Pensions 


One more product deserves mention 
here. Perhaps it might be called the 
complement of life insurance. I refer 
to pensions—annuities, of course, in our 
parlance. American business has but 
lately come to realize that the human 
machine, like its other machines, will 
become old, worn out, obsolete. The 
spirit which now pervades our employ- 
ers forbids the scrapping of the human 
machines which have given faithful ser- 
vice in their useful years, but recognizes 
that these machines wear out. Instead, 
then, of scrapping the machines, far-see- 
ing employers are through pension funds 
preparing in advance to substitute old 
age pensions for wages. How shall thev 
be organized and managed? What shall 
they provide? These are questions which 
are occupying a prominent place in the 
minds of keen students of sociological 
problems in public and private life. Lead- 
ers in government are alive to the ques- 
tion. Individual states are considering 
the subject through their legislatures. 
Life insurance companies have been de- 
veloping group pension programs avail- 
able to employers desiring to make old 
age pension provisions for their em- 
ployes. There is much for us to learn, 
much for the public to learn, but it is 
rapidly becoming apparent that some 
vehicle, public or private, must be found 
for organizing and managing svstems of 
old age pensions which shall be purely 
pensions without those frills which so 
materially increase the cost. Our com- 
panies must meet this problem and meet 
it squarely if we do not wish to see it 
taken out of our hands by government. 
Surely, the institution of life insurance 
in this country will be alert to devise and 
present appropriate means ‘of satisfying 
the growing demand for this sort of pro- 
tection on a basis which, both in cost 
and in administration, will be superior to 


any service which government may be 
expected to provide. 

The foregoing are some of the direct 
relationships between life insurance and 
the business structure. But there are 
indirect services and activities which are 
of quite as much importance to business 
as life insurance itself. You who are in 
the life insurance business must, of 
course, realize that the business has its 
contacts in every direction. Of these 
indirect relationships, the one which 
most readily occurs to us relates to the 
investment of the funds of the life in- 
surance companies. Were it not for life 
insurance, the billions which the insur- 
ance companies receive and invest would 
be currently expended to a large extent. 
To be sure, more luxuries might be pro- 
duced and consumed and a certain num- 
ber of additional workers might be en- 
gaged in their production, but the enor- 
mous support which business receives 
through the investments of the life in- 
surance companies is thought to be of 
more substantial importance, in the last 
analysis. The huge sums which are 
available through the insurance compa- 
nies for the development of various en- 
terprises, through the purchase of securi- 
ties, make possible the building of 
homes, factories, roads, schools, sanitary 
systems, railroads and telephones, and 
lend support to a thousand activities 
which give our country its preeminence. 
Had there been no institution of life in- 
surance, no reservoir to receive the rivu- 
lets of premiums that fill the ever-flow- 
ing river of life insurance assets, had 
these funds been dissipated, even in 
worthwhile current purchases of goods 
on the part of our citizens, how differ- 
ent would have been the development of 
that great transportation machine of 
which the United States is so proud! 

Or take, for another illustration, our 
investments in public utility securities. 
When we stop to appraise the service of 
the utilities companies in the fields of 
lighting and heating and power and 
those constantly developing household 
devices which are fast passing from the 
field of luxuries to the field of necessi- 
ties, we appreciate how much the busi- 
ness of life insurance is involved in 
those great businesses which have ac- 
quired such an importance in our daily 
lives. 

How Insurance Money Develops 
Country 

And. so it is significant that the 
moneys which are being invested for our 
policyholders are not only serving these 
policyholders in maintaining their insur- 
ance intact and in strengthening the se- 
curity of their funds, but what is equally 
important, they are serving, in no small 
way, in stabilizing the investment struc- 
ture of the country and supporting the 
development of sound business in the 
major industries. One may well doubt 
whether this country would have 
reached its present economic position if 
legal reserve life insurance had not at- 
tained its predominant place in our af- 
fairs. Is it too much to claim that one 
of the major reasons for the economic 
prosperity of our country, as contrasted 
with the limited development of many 
other countries, arises out of the exist- 
ence and the excellent, use which has 
been made of the enormous investment 
funds available only through legal re- 
serve life insurance? 

Another by-product of the life insur- 
ance business which must have had an 
appreciable effect on the business struc- 
ture of the country is the improvement 
of the public health, much of which can 
be traced more or less directly to the 
practices or the influence of life insur- 
ance companies. Such companies must 
be interested in'the public health. Where 
premature and preventable death occurs, 
an extra burden falls on their living 
policyholders which otherwise would be 
measurably postponed. And so some 
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companies undertook concrete steps to- 
ward the improvement of the _ public 
health, which steps were avowedly de- 
signed to eliminate on a national scale, 
the causes which were making for pre- 
Education of the insured 
and their families in personal and com- 


mature death. 


munity hygiene, and the nursing of sick 
policyholders were the means adopted. 
Other companies saw the value of mak- 
ing available to their policyholders peri- 
odic health 
Every company, by its attitude toward 
sound health, even if as a business pre- 
caution, has played its part in improv- 
ing the health of the people, and thereby, 
in laying a sound foundation on which 
business itself might prosper. Not only 
have the companies and their policy- 
holders profited, but the entire body 
politic, because this attitude which has 
been developed has stimulated the health 
work of the communities themselves. 
Cities have learned better to safeguard 
their water supplies, have built large dis- 
posal plants for their sewage, have in- 
creased appropriations for school medi- 
cal inspection, have appointed more and 
better trained public health nurses, have 
built hospitals for the isolation of those 
sick with contagious diseases. The news- 
papers of the nation have taken up the 
education of the American people in all 
that pertains to health protection and 
disease prevention. The whole nation is 
actively engaging in a health campaign 
to which the life insurance companies 
have made and are making important 
contributions. 

The effect on business of this crusade 
for sound health must be altogether 
enormous. Twenty-five years ago, every 
large employer of labor knew what it 
meant to his business to have tubercu- 
losis the principal cause of sickness and 
death among his workers. Inefficiency 
inevitably resulted where a large num- 
ber of employes were suffering in one 
stage or another from this dread dis- 
ease. Today, the death rate from tuber- 
culosis, thanks to life insurance and 
community work, has been reduced to 
one-third what it was at the beginning 
of the century. Typhoid fever, which 
affected hundreds of thousands of em- 
ployes every year, and especially young 
people, has been almost altogether 
brought under control. Smallpox used to 
be a serious menace to business because 
of the necessary quarantines that were 
established. This disease is now so rare 
in most of our states that the new gen- 
eration of doctors does not see a case of 
smallpox from one year to another. The 
total effect of these improvements in 
health conditions is enormous. There is 
less sickness. Where unnecessary sick- 
ness and death used to be an important 
item in labor turnover, they are now 
being greatly reduced. 

That life insurance is conceived to 
play a major part in the business life 
of the nation is evidenced by the fact 
that to it—and to its sister lines of fire, 
marine and casualty insurance—is as- 
signed one of the nine divisions under 
which the Chamber of Commerce of the 
United States carries on its work. In 
addition to the insurance division of the 
Chamber, there is a standing committee 
known as the Insurance Advisory Com- 
mittee, composed of men actively identi- 
fied with insurance in its various 
branches. Insurance is inter-related in 


examinations free of cost. 


the Chamber with Banking. Transporta- _ 


tion, Manufacturing, etc., in that com- 
nosite which, through this National 
Business Federation, collectively repre- 
sents, in its 900,000 underlying member- 
ships, the vast business activities of the 
country. 

Life insurance has interested the 
Chamber of Commerce in public health 
and that organization, as one of the most 
effective of the clearing houses of busi- 
ness in our country, has undertaken cer- 
tain activities related to community 
health. In this connection, they turned 


to a number of life insurance companies 
for material assistance. 


During the last 


three or four years, the Insurance Ad- 
visory Committee of the United States 
Chamber of Commerce co-operated with 
the United States Census Bureau and 
with other national bodies to help com- 


plete the Vital Statistics Registration 
Area of the United States. This cam- 
paign has been practically completed. 


Four years ago, there were thirty-three 
states in the Birth Registration Area 
and forty states in the Death Regis- 
tration Area. Today, all but three, 
Texas, New Mexico, and South Dakota, 
are in the Registration Area for Births 
and Deaths, and there is every assur- 
ance that this effort will be crowned 
with success this year or next, when 
these three states will have qualified for 
admission. 

More recently, the United States 
Chamber of Commerce, through its In- 
surance Advisory Committee, has in- 
augurated a Health Conservation Con- 
test among the cities of the country. In 
co-operation with the American Public 
Health Association, the Chamber has of- 
fered to the cities that enter this com- 
petition, valuable service in surveying 
the present condition of the public health 
and in outlining the best methods of 
improving the organized health agencies 
of the community. Fifty-one cities in 
twenty-three states have already en- 
rolled and are receiving the benefits of 
expert service and advice. It is con- 
fidently expected that, in these cities, 
much public interest will be aroused in 
the facilities available for the protection 
of the public health, that a better con- 
ception of what is needed will be de- 
veloped, and that more funds will be 
made available for necessary expansions 
and improvements in public health serv- 
ice. The city showing the greatest im- 
provement in the course of the year will 
receive the prize awarded by the Cham- 
ber, and this should prove a great incen- 
tive in arousing public interest and co- 
operation in this movement throughout 
the nation. Incidentally, you should 
know that the local Chambers of Com- 
merce in cities which have entered or 
will enter the contest, are looking to 
the life insurance fraternity for active 
help and co-operation. It is hoped that, 
in those cities, the representatives of the 
life insurance companies will have op- 
portunity to lend their support to bring 
about improvement in local organiza- 
tions and in private facilities for health 
service. It is believed that the success 
of these efforts will be measured ulti- 
mately in lower death rates in our cit- 
ies: Our large urban areas should out- 
strip the rest of the country in health- 
fulness. We can already see marked 
gains and such gains should result, 
sooner or later, in cheaper life insurance 
and a wider insurance market. 

Co-operation — collaboration — inter- 
change of ideas—inter-relation of activi- 
ties—these spell the watchword of 
American Business in the second quarter 
of the Twentieth Century when the Sec- 
ond and the Third Hundred Billion of 
life insurance will be written. Cham- 
bers of Commerce, National and State, 
Organizations of Employers and Em- 
ployes, Trade Associations, and Co-oper- 
ative enterprises—these are the media 
through which this Twentieth Century 
spirit is expressing itself. Your Ameri- 
can Life Convention, our Association of 
Life Insurance Presidents, the National 
Association of Life Underwriters, Asso- 
ciations of Life Insurance Physicians, 
and Actuaries, and Lawyers, and Home 
Office Management Executives—all these 
give direct opportunity for mutual help 
in advancing our own business. Let us 
not forget that, as our separate com- 
panies are parts of the life insurance 
structure and each may help and be 
helped by the others, so, in the great 
structure of the nation’s business, our 
institution of life insurance occupies a 
preeminent position. And so, by parti- 
cipating in those broader co-operative 
efforts with which we may fairly be 
identified, let us give our aid and our 
material assistance in promoting that 
remarkable progress of our nation which 
we are witnessing in every direction. 





Franklin B. Mead Recalls Opposition 
To Innovations Now Common Practice 


Franklin B. Mead, vice-president, Lin- 
coln National Life, Fort Wayne, Ind., 
told in a personal vein of instances of the 
opposition to innovations which have since 
become general practice among the com- 
panies. 

Just twenty years ago this month and 
in this very room I delivered a paper 
on “The Measure of Risk and Liability 
Under the Total and Permanent Disa- 
bility Benefits in Life Insurance Poli- 
cies.” It was the first paper delivered 
on this subject in this country and in it 
was presented, for the time time, the 
net premiums and reserves for these 
benefits although life insurance compa- 
nies had been granting them for at least 
four years—the Waiver of Premium Ben- 
efit was first initiated by the Travelers 
and the Pacific Mutual about the same 
time in 1905. The Aetna adopted them 
some time later. In 1909 these three 
were the only large companies granting 
these benefits although a great many 
of the smaller companies, most of them 
members of this convention, were do- 
ing so. But none of the companies real- 
ly knew what they cost and they were 
throwing such benefits in as an extra 
inducement to the insuring public. At 
that time only two of these many com- 
panies had a limiting age such as sixty 
and none of them seemed to realize that 
the benefit was very expensive when 
granted at the higher ages. The paper 
showed that, while the benefit cost ap- 
proximately twelve cents on the Ordi- 
nary life plan at age twenty and seventy- 
three cents at age fifty-five with a lim- 
iting age of sixty, the benefit cost forty- 
three cents at age twenty without a 
limiting age and $10.46 at age fifty-five, 
demonstrating that the benefits in the 
latter form were a very unprofitable and 
hazardous undertaking, especially with- 
out the charge of extra premiums. 

Four actuaries took part in the dis- 
cussion of the paper; one of them, Lu- 
cius McAdam, had previously given an- 
alytical consideration to the subject and 
he was the only one who concurred in 
its conclusions. Before its presentation 
I heard that two actuaries had gotten 
together and decided to take a “shot” 
at it, notwithstanding that they had not 
previously given the subject any mathe- 
matical analysis. These two and the 
fourth actuary were very adverse in. their 
criticisms, evidently just for the sake of 
criticizing, for the principles laid down 
have not since been refuted. A fifth 
actuary who attended the convention in- 
troduced a resolution which did not car- 
ry, to have the presentation of the pa- 
per postponed until Saturday morning 
so that the election of officers could 
take place on Friday afternoon, the time 
scheduled for the paper, in order that 
“busy men attending the convention” 
might start for home on Friday night. 
Just before the convening of the Friday 
afternoon session he was asked in the 
lobby if he were going up to the meet- 
ing and he said, “No,” he was going 
out to play golf, for disability was a 
subject in which life insurance execu- 
tives should have no interest and it was 
a fake anyway. Except for the gratuit- 
ous remark in the lobby the rest is a 
matter of record in the proceedings of 
the convention for that year. , 

_ In subsequent years many actuaries, 
including some of those just referred to, 
have combatted the idea of young com- 
panies engaging in substandard business 
whenever the subject was brought up, 
either before the convention itself or the 
medical section of the convention or the 
actuarial meetings, particularly those of 


the American Institute of Actuaries. At 
the meeting of the medical section of 
this convention held at Signal Moun- 
tain Inn in 1923 I delivered a paper on 
“The Classification and Coding of Sub- 
standard Risks, Especially as Illustrated 
by Heart Murmur Types.” At that time 
the classification, and especially the cod- 
ing of substandard risks both for pur- 
poses of information and for actuarial 
and statistical use were in an embryonic 
stage even after many years of experi- 
ence, and I suggested the amplification 
and improving of the codes and that the 
underwriting and the statistical codes 
should both be the same; that the med- 
ical directors, the underwriters and the 
actuaries should all use the same classi- 
fications. I had previously made the 
same suggestion at the meeting of the 
Actuarial Society at Hartford in Oc- 
tober, 1922. This was immediately ob- 
jected to by some actuaries and was 
treated quite lightly, if not slightingly, 
by one in the discussion at Signal Moun- 
tain Inn, as will be found on page nine- 
ty-one of the proceedings. Notwith- 
standing this initial opposition, the sug- 
gestion was later generally recognized 
as a good one and extensive new codes 
on an adequate basis were prepared both 
for purposes of selection and for actu- 
arial use in the fall of 1924 and their 
use was initiated January 1, 1925. This 
innovation has been of incalculable ben- 
efit in clarifying selection and in simpli- 
fying administrative routine and has cut 
out an immense amount of work in ac- 
tuarial departments. It had heretofore 
been the practice to re-code all cases 
according to another system in their de- 
partment although they had previously 
been coded with other codes in the med- 
ical and underwriting departments. One 
large company alone had forty-seven 
clerks in its actuarial department en- 
gaged in this unnecessary and wasteful 
re-coding. 

My purpose in referring to these in- 
cidents of the past in this manner is a 
constructive one in order if possible to 
draw a lesson which may be of future 
benefit to us all. 

The actuary is, or should be, grounded 
in the techniqué of insurance in all its 
phases. For instance, the renowned 
Emory McClintock, one of the most cre- 
ative minds the actuarial profession has 
ever developed, defined an actuary as 
“an expert on insurance contracts and all 
that pertains to them.” As such he has, 
or should have, a tremendous advantage 
over all others engaged in the insurance 
business. The reason that, he has not 1s 
that he approaches his work from a re- 
strictive attitude rather than a construc- 
tive and creative attitude whereas the 
restrictive is merely the subsidiary and 
the constructive and creative is, in real- 
ity, his major function. Because of his 
fine groundwork in the principles and 
essentials of insurance he is in a post 
tion to incite in the insurance business 
a flourishing growth and a harvest of 
prosperity when, alas, too often he 1s 
inclined to cast over it blight and in- 
anition. 

In passing I cannot forego the op- 
portunity of referring to the co-ordi- 
nate function of the actuary in supet- 
vision. «Too often when a sound com 
pany, well managed and with a success 
ful past, presents a proposition som¢- 
what out of the ordinary, he searches 
with the utmost avidity in which he 
seems to take the keenest delight to 
try to find something in the law or make 
some construction of the law whereby 
he can prevent the inception of an Il- 
novation, sound: though it may appear 
to him, and which unquestionably seems 
to be for the economic good of the 
company and the insuring public when 
he should, on the other hand, use the 
same ingenuity in endeavoring to com 
strue or find a construction of the law 
which would ‘permit this new develop- 
mental idea. 









pO ae ee a ee 


the 
les 
ed- 
the 
Ssi- 
the 
the 
Oc- 
ob- 
was 
gly, 
un- 
ine- 
ith- 
sug- 
ized 
ydes 
both 
ctu- 
their 
This 
ben- 
npli- 
; cut 
1 ac- 
fore 
cases 
r de- 
ously 
med- 
One 
seven 
E en 
steful 


se. in- 
r is a 
ble to 
future 


unded 
all its 
owned 
st cre- 
on has 
ary aS 
and all 
he has, 
vantage 
surance 
; not 1S 
n a fe 
nstruc- 
sas the 
ry and 
in real- 
4 of his 
les and 
a posi- 
business 
vest 0 
n he 1S 
and im- 


the op- 
co-ordl- 
1 super- 
nd com: 
success” 
n some- 
searches 
vhich he 
elight to 
or make 
whereby 
yf an mr 
y appear 
yly seems 
1 of the 
lic when 
muse the 
x to con 
f the law 
develop: 


October 19, 1929 





AMERICAN LIFE CONVENTION EDITION—THE EASTERN UNDERWRITER 


Page 21 





Investment Of Legal Reserve 


H. B. Arnold, president of the Mid- 
land Mutual Life of Columbus, in his ad- 
dress on “Investment of Policyholders’ 
Legal Reserve Funds,” covered the whole 
subject with great thoroughness his paper 
containing lengthy addenda, side refer- 
ences, bibliography and charts. A sum- 
mary of his paper follows: : 

It is not within the scope of this paper 
to discuss at length the disparities in the 
investment laws of the several states. 
Company organizations and the Insur- 
ance Commissioners’ Convention are 
working to-bring about uniformity in the 
laws in other respects. This survey sug- 
gests that greater uniformity is advis- 
able in the investment laws. 

Investments in common stocks, while 
causing the greatest discussion, also pre=- 
sent the most difficult problems. Compe- 
tition between the companies is keen. It 
is our desire to secure the best results 
for policyholders consistent with safety, 
but if companies could show large in- 
vestment profits from common stocks, 
they naturally would claim an advantage 
which they would exploit. On the other 
hand, if the stock investments of these 
companies should show serious losses or 
if investment profits should not be con- 
tinuous, they at some time would be at 
a disadvantage. It is as legitimate for a 
company and its agents to criticize the 
practices of a competitor which may be 
doing something which they regard as 
detrimental to policyholders’ interests, as 
it is for the competitor to claim the 
advantage of any practice it may follow. 
In the long run the companies which 
show the best results from conservative 
and economical management will be the 
ones to survive all storms. 

Elements in Present Situation 

In a preliminary survey it is not es- 
sential to consider every advantage 
claimed for stock investments. Dis- 
tinctions in characteristics and degree 
may be drawn between the so-called “in- 
dustrial”, common stocks and other 
stocks. There is today a somewhat dif- 
ferent attitude shown by the investing 
public toward such investments. There 
are factors which apparently assure 
greater stability in values and possibly 
furnish greater safety than in the past. 
Conditions in industry, labor, finance, 
and management are to some extent sta- 
bilized. Profits may be held for develop- 
ment,—instead of being distributed as 
dividends. We have a stronger banking 
system than formerly. Where these 
trends will lead is yet to be determined. 
They should encourage a larger propor- 
tion of corporate financing through 
stock issues, and a greater tendency to- 
ward them by conservative investors; but 
Several “ifs” must be overcome between 
Statement and demonstration, and it is 
Not unlikely that we shall have to pay, 
through losses, for the experience upon 
which accomplishment must be based. 

Nvestment trusts, if continued and de- 
veloped, should assure that large groups 
of stocks will be held for investment, 
and will not be thrown on the market 
mM periods of deflation. Greater pub- 
licity will furnish opportunities for analy- 
sis and a better understanding of a par- 
tcular business. It remains to be seen, 

Owever, whether the executives of more 
than three hundred life insurance com- 
Panies can pick the “winners,” and 
whether industrial common stocks are in 
other respects proper investments for a 
= surance company’s funds. It is the 
ed Principle in the management of 
a trusts that there shall be wise 

Ction, intelligent diversification and 

Close supervision. If we can have super- 

Power in the two first factors there must 


H. B. Arnold, President, Midland Mutual Life, Columbus, 
Presented a Paper of Impressive Proportions That Cov- 
ered the Subject of Life Insurance Investments From All 
Angles; His Conclusions Upheld the Conservative Policy 
of Investment Although He Presented Thoroughly the Side 
of the Advocates of Common Stoek Investments for Insur- 


ance Companies 


also be super-power in the weeding out 
of the weak investments and the sub- 
stitution of stronger ones. 

Some of us may not see the connec- 
tion between the theoretical purchasing 
power of money and life insurance com- 
pany investments, but it will be observed 
that writers associate the theory with 
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our investments, and at the meeting of 
the International Congress of Actuaries 
at London in 1927 actuaries of several 
nationalities, inspired by currency defla- 
tions following the World War, mooted 
the possibility of payments on life poli- 
cies being made in a medium to pro- 
vide a more even standard of living than 
can be had from any fixed income,—but 
found no solution. Later H. E. Raynes 
discussed similar questions in a paper 
before the London Institute of Actuaries, 
and arrived at the conclusion that the 
proposal is impracticable. He said that 
as a corollary, premium payments should 
likewise change with commodity prices. 
With “hindsight” selection he proposes 
the advisability of life insurance compa- 
nies owning common stocks. The ex- 
periment.of making policy proceeds pay- 
able otherwise than in standard money 
was made in England a century ago, and 
in other countries before that,—without 
success. The purchasing power of money 
is an elusive element which has never 
been harnessed to meet man’s require- 
ments. The remedy should be by sta- 
bilizing the purchasing power of money, 
if possible, rather than by adapting the 
payment of life insurance proceeds to the 
varying purchasing power of money. In 
their provision for beneficiaries most 
policyholders think in terms of dollars 
rather than of commodity values and 
purchasing power, and it is unlikely that 
this suggestion will receive serious con- 
sideration. 


Conclusions of Writers Differ 
Dwight C. Rose has written an enter- 
taining book on “Scientific Approach to 


Investment Management,” in which he 
enables us to compare his theories with 
those of others and to see the points 
upon which the experts agree and dis- 
agree. Mr. Rose has the underlying 
thought of the purchasing power of the 
dollar, as is found in the books of 
Messrs. Smith and Van Strum, but his 
line of demonstration is radically dif- 
ferent from theirs. His conclusions are 
in part opposed to theirs. Messrs. Smith 
and Van Strum seek to demonstrate by 
the results on hypothetical investments 
in selected groups of stocks, while Mr. 
Rose deals in generalities rather than 
concrete illustrations. Intentionally or 
unintentionally he discredits the methods 
of Messrs. Smith and Van Strum when 
he says: 


“A choice of sample stocks or bonds of 
the leading companies that have had a con- 
tinuous existence for the last quarter cen- 
tury would result in an experience table 
of successful survivors. Many companies 
that have not survived, however, were 
flourishing and in general popular favor a 
few years ago. As a practical matter it 
appears quite impossible for even the most 
imaginative student to place himself in an 
environment colored by the prejudices that 
existed in earlier years, and from this 
standpoint make a selection of the then cur- 
rently available investments such as an 
average intelligent man of that time would 
have considered representative and healthy 
investment risks.” 


Mr. Rose appears to assume that the 
American Experience Mortality Table 
might furnish an illustration of a basis 
for mortality ratios for business, and 
that investors may carry their own in- 
vestment insurance. Life mortality tables 
are based upon demonstrations from 
concrete and known facts. Mortality ra- 
tios are arithmetical deductions there- 
from. There is no data from which the 
mortality of business and investments 
can be deduced and it is impossible to 
secure mortality ratios therefor. It is a 
far cry from the dependability of life 
mortality tables and ratios to mortality 
ratios on business and investments, and 
to the layman Mr. Rose’s suggestion 
may be misleading. 

A political economist has estimated 
that all possible future earnings for 
many years have been discounted in the 
recent high levels of stock values, and 
it is well to consider the following em- 
phasized statement by Mr. Rose: 


“The investing public in the year 
1929 has a dangerous immediate 
background of optimistic history and 
success upon which to construct a 
conservative investment program.” 


While the investor should always 
buy with the investment, not the pro- 
prietary, motive, yet the policy of buy- 
ing industrial common stocks with the 
sole purpose of holding them as per- 
manent investments would not conform 
to the accepted factor of supervision and 
substitution. Even with the wisest se- 
lection, the most intelligent diversifica- 
tion and the closest supervision, invest- 
ments in industrial common stocks in- 
volve uncertainties, and life insurance 
companies might jeopardize the safety 
of the business in seeking in a large way 
to demonstrate a theory which is in con- 
flict with the investment practices of the 
past. The possibility of there being a 
very large market for conservative stocks 
in stable industries, through investment 


Funds 


trusts and other conservative investors, 
should be an incentive for corporate 
financing plans having stocks in reason- 
able ratio to assets, without priorities of 
bonds, funded debts and _ preferred 
stocks, and with provision for the build- 
ing up of reserves for development and 
for dividends in the “lean” years. Such 
stocks are exceptional now. Immediate 
profits for the promoters, rather than the 
creation of a supply of securities with 
which the conservative investor could 
take ordinary business chances, has 
often been the motive in corporate 
financing. Successful management has 
overcome the handicap of too much 
“water” with some _ corporations,—no- 
tably the United States Steel Corpora- 
tion,—while others drift along “water- 
logged,” or are “swamped,” by too much 
“liquid” ballast. 


Interest Versus Dividend Basis 

The experience of centuries as well as 
our own business history support the 
prevailing belief that investments on an 
interest basis are more conservative 
than investments on a dividend basis, 
and they are consistent with the theory 
of legal reserves. It is said that there 
is a decided tendency toward evaluating 
stocks in ratio to earnings, and that 
fixed-yield investments are becoming 
less attractive to the investing public, 
but it remains to be seen whether this 
is permanent or is merely a characteris- 
tic of a speculative and inflated period. 
Paul M. Warburg, one of our ablest 
bankers, stated last March that an in- 
crease within two years of fifteen and 
one-half billions in the market values of 
the ninety industrial, railway and utility 
stocks in the Standard Statistics Com- 
pany’s price index is, “an accretion, in 
the majority of cases, quite unrelated to 
respective increases in plant, property, or 
earning power.” Will conservative in- 
vestors in a large way pay from four to 
six times the book values of bank stocks, 
and many times tangible values for util- 
ity and industrial stocks, thereby ac- 
cepting from one to three per cent in- 
come in the present and immediate fu- 
ture with the hope of a compensating 
appreciation in values in later years? 
On August twenty-ninth the average in- 
vestment yield on the ninety common 
stocks—fifty industrials, twenty rails and 
twenty utilities—was 2.88%. which would 
be insufficient under any legal reserve 
law. Most life insurance companies 
would avoid investments on which the 
income yield would be at so low a rate 
as to require contributions from surplus 
to maintain the reserves. 

The fact that many leading fire insur- 
ance companies have in recent years 
made large investments in stocks may 
cause an inquiry as to why the life in- 
surance companies should not do like- 
wise. The courts have drawn a sharp 
distinction between life legal reserves 
and fire legal reserves. The former are 
held to be policyholders’ funds. There 
should be securities of greater stability 
and safety to assume the performance 
of the “long-term” non-cancellable con- 
tracts of the life companies than for the 
performance of the “short-term” can- 
cellable contracts of the fire companies. 

Inasmuch as common stocks are sub- 
ject to the priorities of mortgages, debts. 
preferred stocks, and other preferential 
obligations, and as the net yield from 
stocks is not in many instances suffi- 
cient to cover reserve interest require- 
ments, some conservative executives feel 
that no part of policyholders’ reserve 
funds should be invested in stocks, and 
that statutory enactments authorizing 
stock investments should be limited to 
restricted percentages of the capitals 
and surpluses of the companies, above 
reserves and other liabilities, thus con- 
fining the investment of policyholders’ 
reserves to interest bearing securities. 


q 
} 
# 
bi 
q 
1 

t 

i 





Page 22 


AMERICAN 


LIFE 


CONVENTION EDITION—THE 


EASTERN UNDERWRITER 





October 19, 1929 





$$$. 





Insurance Without Medical Examination 


Franklin B. Mead, vice-president, Lin- 


coln National Life, Fort Wayne, Ind., 
presented the results of a survey of that 
company’s four years’ experience with in- 
surance without medical examination. Hts 
faper contained numerous tables giving 
the experience in detail. His conclusions 
were as follows: 

Up to the present time I have heard 
of only two companies having an unfa- 
vorable experience with insurance with- 
out examination. One of these compa- 
nies attempted to grant insurance with- 
While 
its mortality was favorable up to and in- 
cluding age 45—80% of the American 
Men Select—the mortality above age 44 
was quite high, 138%. It 
not to be recommended that insurance 


out examination up to age 55. 


is therefore 


without examination be attempted for 


ages above 45. This same company also 
advises that its experience in one large 
city has not been good and its has been 
found necessary to take the privilege of 
writing non-medical business away from 
certain agents there. This is in confor- 
mity with the practice of our own com- 
pany in certain large cities. 

The other company whose experience 
is reported as unsatisfactory is a large 
company writing a large portion of its 
business through industrial agents and 
whose unexamined business, for the most 
part, doubtless emanates from the large 
cities. Their experience, during the first 
policy year on one year’s issue, was 151% 
for all ages according to the American 
Men Select although their mortality for 
ages fifteen to twenty-three was only 
68%. A comparison was made of this 
mortality without examination with simi- 
lar business issued with examination. 
It was found that the mortality on the 
other business was 102% of the expected, 
for all ages, the mortality in the vari- 


ous age groups not deviating very far 


from this percentage. It will thus be 
seen that this company’s mortality is 
normally quite high on small business. 
This company estimates that their mor- 
tality on business of all amounts is con- 
siderably less than it is for the smallest 
amounts. Inference which may be drawn 
from the above is that there is some 
difficulty in transacting business without 
examination in the larger cities and that 
this is particularly so as regards indus- 
trial grade. 
Mortality Factor in Experience 

We have carefully reviewed our Se- 
lective Risk death claims, disability 
claims, and policies taken-up. We have 
had 121 death claims to date and found 
that an examination would have affect- 
ed the underwriting in six cases. An 
estimate has been made that the mor- 
tality factor in these six cases would 
average about 850%, most of them being 
cases of tuberculosis. Of the thirty 
disability claims examination would have 
affected the underwriting in two cases. 
These were both cases of tuberculosis 
with an estimated mortality factor of 
1,000%. 

Sixty-seven cases taken up is an un- 
due number. as compared with our busi- 
ness in general. Examination would have 
affected the underwriting in twenty- 
eight of these cases upon which we es- 
timate the mortality factor to be, on the 
average, about 550%. An analysis of 
the source of information resulting in 
the taking up of these sixty-seven cases 
is given in the following table: 


Source of Information on the 67 
Selective Risk ‘“Take-ups” 


Information from attending 
DRVSWI AN 6 soos Sas.c con axak ( 
Inspection Report ........... 27 
| See eRe ae ae a 6 
REOIN Sees ossa ess ass 2 


_ after September 15, 1929. 


Franklin B. Mead, Vice-President, Lincoln National Life, 
Gives Results of Four Years’ Experience With Insurance 
Without Medical Examination; Adverse Experience With 
Large Cases; Industrial Type of Business Avoided; Com- 
panies Showing Little Ingenuity in Developing and Im- 
proving Examination Technique 


Agent 


Detal..2.ch tee sens tewese 67 
Income Disability Experience 


Most of the information had been sent 
for before the issuance of the policies 
but as information in the application ap- 
peared to be favorable the policies were 
issued without waiting for the additional 
information. 

It is estimated that our thirty disa- 
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bility claims resulted from a disability 
ratio of from 125 to 150% according to 


Hunter’s Tables. This we _ consider 
comparatively favorable as the corre- 
sponding previous experience of our 


Company on Income Disability was run- 
ning about 180% before we rigidly re- 
vised the old and introduced new spe- 
cial underwriting rules applying to dis- 
ability insurance. An analysis of the 
Company’s entire disability experience 
with regard to Income Disability showed 
that 56% of its claims for Income Dis- 
ability were in connection with policies 
of less than $2,500 and the claims on 
the smaller policies 27% were on the 
lives of farmers. We therefore gave 
careful consideration as to the advisa- 
bility of issuing Income Disability in 
connection with small policies. Not only 
is the overhead per thousand of inves- 
tigating disability claim on small poli- 
cies exceedingly high, but there does 
not seem to be any good reason for is- 
suing what is really industrial, accident 
and health insurance for an indemnity 
of $5 a week or less. We therefore de- 
cided to grant no more Income Dis- 
ability on policies of less than $2,500 
In fact, after 
one’s attention is once directed to the 
question of issuing disability benefits for 
less than $25 a month one really com- 
mences to wonder whether such issuance 
is not one of the greatest underwriting 
and administrative mistakes which has 
ever been made by life insurance com- 
panies. Furthermore, in these days of 
high costs the elimination of the In- 
come Disability Benefits on small poli- 
cies is a-valuable aid in raising the aver- 
age size of policies for doubtless many 
applications will be written for $2,500 
which would formerly have been written 
for smaller amounts, Claim overhead 


will be greatly reduced and since In- 
come Disability is at the present time 
apparently being granted at a loss, losses 
will be reduced. 


Adverse Selection In Large Cases 


Attention has previously been called 
to increasing adverse selection in con- 
nection with large cases. This is daily 
growing to be a more menacing prob- 
lem for the companies and is reflected 
in the increased mortality being experi- 
enced by many companies as has been 
evidenced in particular by the substan- 
tial increase in mortality ratios for many 
important companies during 1928 Of 
twenty-one companies communicated 
with, twelve stated that their increased 
mortality was due to heavier mortality 
on large risks. One of the greatest in- 
struments in coping with this large risk 
problem is the inspection report and 
companies should not only give proper 
weight to the information received from 





the inspection companies but they should 
co-operate in the constructive research 
work that is being prosecuted at the 
present time for the purpose of study- 
ing the large risk problem and the in- 
spection problem connected with it. 
Companies are really showing very little 
ingenuity in developing and improving 
examination technique in connection 
with large cases but seem to be content 
with the antiquated routine of the past. 
The sphygmomanometer has been a 
great aid but it is just a beginning in 
the direction of using modern devices 
in modern selection where the _infor- 
mation or the size of the case would 
seem to justify. A most valuable form 
of inspection in connection with a large 
case is the requirement of a statement 
from the family physician, no matter 
how trivial a cause may have been as- 
signed for the treatment. Another cause 
for higher mortality on big risks is the 
defect on the part of the companies of 
not having the backbone and courage to 
act upon the information they have. Not 
all the blame, however, for this condi- 
tion should be placed upon those re- 
sponsible for the underwriting but a con- 
siderable portion of it is due to inter- 
ference and overruling on the part of 
executives, for the most part inexperi- 
enced and untrained in underwriting. 








Says Diversification 
Should Not Be Extreme 


GEORGE C. HOLMBERG’S PAPER 





Fundamental Object In Life Company 
Investments Is Safety With 
Reasonable Return 





In his paper before the financial section 
Wednesday night George C. Holmberg, 
treasurer of the Northwestern National 
Life, pointed out that it is possible to 
diversify investments too much as well 
as too little, and that the fundamental 
object in life insurance company invest- 
ment is safety with a reasonable return. 
He discussed the diversification of invest- 
ments from the standpoint of amount, of 
industries, of geographical location of the 
security, by maturities and with respect 
to marketability and other qualities. 


“The extent to which investments 
need be or can be diversified depends 
on these various factors,” he said. “It 
may be said that the higher the quality 
of investment the less need there is for 
wide diversification from the standpoint 
of safety.” The size of the investment 
fund or the attention that can be given 
it may be factors in determining to what 
extent it should be diversified. Condi- 
tions in the securities market and the 
availability of securities may automati- 
cally limit the possibilities for diversifi- 
cation at times. 

“Diversification is after all only an 
element, although an important one in 
the structure of the investment account 
and I would not have you draw the con- 
clusion that it should be considered to 
the exclusion of other elements equally 
important. Careful and discriminating 
selection is fundamental. It is of equal 
importance that an investment account 
be constantly reviewed because the price 
of safety is eternal vigilance.” 

Mr. Holmberg asserted that in- 
vestment securities which have hereto- 
fore been considered among the sound- 
est have developed weaknesses and 
while others which have not generaily 
been permitted to life insurance com- 
panies have come into more favor. The 
present tendency of new laws pertain- 
ing to such investments is perhaps less 
restrictive, he said. 


“Investment officials of life companies 
are being called upon more and more 
frequently to explain and justify their 
investment policies to their agency or- 
ganizations and to their policyholders,” 
he said. “The fundamental objective of 
all properly managed companies remains 
unchanged—to obtain safety of principle 
with a reasonable rate of return.” 


Mr. Holmberg pointed out that the 
ratio of classes of investments to the 
total admitted assets of the companies 
varies from year to year to meet new 
situations. During the fifteen year period 
from 1906 to 1921 investments in farm 
mortgages increased from 9 3/10% to 
17.7%, while in the same period invest- 
ments in other mortgages declined from 
19.2% to 16.7%. Since 1921 the change 
has been in the other direction, farm 
mortgage loans decreasing from 17.7% 
to 13% while other mortgage loans have 
increased from 16.7% to 29.3%. 


Federal Bonds Most Favored 


Mr. Holmberg made the observation 
that no other single borrower has even 
approached the amount of money bor- 
rowed from the life insurance compa 
nies by the United States Government. 
He pointed out that at the end of 1928, 
United States Government Bonds 
amounted to 2.6% of the total admitted 
assets while during the world war the 
figure was as high as 10.7%. As to i- 
dustries, he asserted that it would be 
unwise to confine the investment of in- 
dustrial securities in any one line 0 
business activity, and that loans on cen- 
trally located business properties de- 
signed for general use are obviously less 
hazardous as a class than those om” 
buildings of special design suitable to the 
exclusive use of one line of business 
only. As to geographical diversification, 
he said, the prudent large investor gives 
heed to the fact that all sections of the 
country may not enjoy similar prospet 
ity at the same time and diversifies his 
investments so that they will not be to? 
concentrated. 


It is especially important that the 10- 
vestments be diversified as to matutl- 
ties, he said, so that the funds may be 
reinvested at different times for the pur: 
pose of insuring stability in the rate ° 
return. Marketability is not a neces 
sary quality for all life investment S© 
curities, and it is well for the investo! 
to consider the premium he may be pay” 
ing for this quality, 
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Charles B. Robbins Discusses Aviation 


C. B. Robbins, president of the Cedar 
Rapids Life, in an address on “Should 
We Exclude the Aviation Hazard?” re- 
viewed the development of aviation in this 
country and traced the important influ- 
ences bearing on the hazard. In the fol- 
lowing summary of his paper Mr. Rob- 
bins’ conclusions are given first: 


Let us hope that the Actuarial De- 
partments will solve the problem of what 
is a standard risk and what will re- 
quire additional promiums. 

In considering this phase the hazard 
of travel by air might well be classified, 
in order of safety, as follows: 

1. Travel in multi-motored passenger 
plane, with licensed pilots, over 
lighted airways from one estab- 
lished airport to another, and over 
a terrain with frequent  inter- 
mediate landing fields, the passen- 

being with 


gers equipped para- 
chutes. 
2. Travel under the same conditions 


as above, except that it is not over 
lighted airways, and with a broken 
terrain. 


3. Travel in a single motored plane, 
with a licensed pilot, between es- 
tablished airports, or for short 
flights only. 

4. Private owner flying in his own 
plane. 

(a) Licensed. 
(b) Unlicensed. 


Turning now to the first class, care 
should be taken to see, first, that the 
pilots are properly licensed by the De- 
partment of Commerce. In the Army 
Air Corps men are trained for an entire 
year in flying before they are permitted 
to receive a commission in the Air 
Corps, and no better pilots in the world 
are produced than are produced by this 
method. In private life at the present 
time there is nothing to prevent a man 
buying a ship and attempting to fly 
without any knowledge whatever of the 
matter, and with more recklessness than 
discretion. These two cases represent 
the extremes in men who fly. Depart- 
ment of Commerce regulations do not 
require as long and arduous an educa- 
tion as that required by the Air Corps, 
but neither are the civilian pilots re- 
quired to know as much about forma- 
tion flying and other matters, such as 
gunnery, bombing, etc., as an army pilot 
must know, and experience has shown 
that as a rule the men who obtain li- 
censes from the Department of Com- 
Merce are fairly well qualified to fly 
ships and many of them are the very 
best obtainable. Particularly is this true 
nthe air mail where, due to the ex- 
igencies of the service, 2 man must fly 
a plane through night and storm, as 
well as through calm weather and day- 
light. But from a life insurance stand- 
Point careful inquiry should be made as 
‘o the qualifications of the line using 
so-called licensed pilots before risks are 
taken on the passengers whose lives are 
entrusted to their care. There is no 
question that the multi-motored plane 
umnishes an additional factor of safety, 
ut this will not be important as the 
Very size of the passenger planes them- 
Selves compel the use of more than one 
Motor, the only question being as to 
whether the number employed gives suf- 
Clent power so that part of them may 
cep the plane aloft even though one 
pg fails. In the Dornier-Wall plane, 
we motors of the twelve are sufficient 
€ep the plane aloft, so that there is 
dlarge margin of safety always present. 
Extra Premium for Additional Hours’ 
Flying 

oa fact that the airways are lighted 
wi So an additional factor of safetv. as 
whi as the fact that the ground over 
Ich the plane is flying has numerous 


Cedar Rapids Life President and Former Assistant Secre- 
tary of War Sees As Futile Clause Granting Flying Privi- 
lege Stated Number of Hours and Charging Extra Premi- 
um For Additional Hours Flown; Extra Premium Should 
Be For Kind of Air Travel Taken By Insured Rather Than 
Number of Hours; Extra Premium Not the Solution of 


Problem 


intermediate landing fields where the 
pilot may land if something should go 
wrong with his ship. Equipping with 
parachutes should be insisted upon. 
Under those circumstances, personally, 
I do not see where it is necessary to 
charge any additional premium for air 
travel. The additional risks increase 
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rapidly with the last three situations 
which I have described, until in the case 
of a man who is flying his own or some- 
body’s else plane without any knowledge 
of the business, no amount of premium, 
however large, would be sufficient to 
cover the risk assumed by the company 
at the present time. It is these men 
who make up the bulk of the airplane 
casualties which crowd the pages of our 
papers daily. 

I have not mentioned assuming the 
risk on professional pilots. Undoubted- 
ly there should be some extra premium 
charged as these men are assuming the 
risks of aviation so continuously that 
there should be an extra compensation 
for the insurance granted. It seems to 
be the usual practice of companies at 
the present time to charge from ten “to 
twenty-five dollars per thousand extra. 
So far as passenger travel is concerned, 
it seems to me rather futile to put in a 
clause granting the privilege of flying so 
many hours without extra premium, and 
then charging extra premium for addi- 
tional hours’ flown. 

No company will be able to keep an 
accurate record of the number of hours 
flying which the insured engages in per 
annum, and it will be still more difficult 
from year to year, as travel by air be- 
comes more customary than at present, 
and you may besure that the insured 
is not going to keep an accurate record 
of the number of hours he has flown 
for the purpose of notifying the com- 
pany that he has used up the limit of 
hours for which he has paid an extra 
premium. On the other hand, if in case 
of a contest on the policy the company 
endeavors to prove that he has flown 
more hours than he has paid extra pre- 
mium for, it is going to become involved 
in an intricate lawsuit, defending on a 


ground which is very difficult to prove. 
I don’t think that extra premium for 
additional hours flown is at all the so- 
lution of the problem, although it is one 
that a number of companies have adopt- 
ed. The extra premium charged should 
be for the kind of air travel taken by 
the insured, rather than for the num- 
ber of hours of any kind of travel. 


As to what these additional charges 
should be in the two intermediate cases, 
let us let the actuaries decide. But by 
all means, let us have a committee of 
actuaries appointed to study the whole 
proposition and formulate, if possible, a 
table which will be at least a guide for 
the companies of the Convention in con- 
sidering the aviation hazard. 


What Present Record Shows 


There are today more than 30,000 
miles of airways, of which 10,180 miles 
are lighted, in operation throughout the 
United States, with an additional 2065 
miles under construction, and expected 
to be completed in the near future. In 
the past two years 263 intermediate land- 
ing fields, 1406 airway beacons, 164 
weather reporting stations, 27 commu- 
nication stations, and 7 radio beacons 
have been placed in position as an aid 
to air navigation, with 37 additional in- 
termediate landing fields and 209 airway 
beacons in the various stages of com- 
pletion. Airways are now in operation 
or under construction between nearly 
all of the principal cities of the United 
States, while in that time the United 
States, has taken the leadership in the 
number of civil aircraft of all kinds in 
operation, having 6320 civil aircraft in 
operation, Italy following second with 
only 1,000, France with 860, Germany 
with 535, Great Britain with 353, and 
Canada with 327. The total number of 


municipal landing fields and airports in 
the United States, in June of this year, 
was 1393, although there are on record 
more than 4,000 other fields in which 
landings may be made, California leading 
all states in the number of established 
airports. More than 1100 communities 
are now organizing committees and 
studying available sites for airports, in 
addition to 1,000 cities actually engaged 
in airport development. There are 46 
companies operating air transportation, 
as again 19 at the close of 1927, and they 
are operating 400 planes as against 128 
in 1927. They fly 75,000 miles per day 
and carry more than 6,000,000 pounds of 
mail annually. 

The Department of Commerce publish- 
es frequently maps showing the airways 
of the United States, and I append to 
this paper one of the most recent maps 
published by the Department of Com- 
merce in July, of this year. A compari- 
son of this map with one published two 
years ago will show what an enormous 
increase has been made in the estab- 
lished airways of the United States. One 
published two years from now will show 
very large additional increase in the air- 
ways. It will not be long before we 
have more miles of airways than we 
have of railways. The mileage flown 
for the first half of 1929 was 8,000,000 
miles, as against 5,000,870 for the total 
of the year 1927, and for the first six 
months of 1929 40,000 passengers were 
carried as against a total for the entire 
year of 1927 of 35,000. The total mileage 
for all class of planes was more than 
60,000,000 for the year 1928. These sta- 
tistics which are supplied by the De- 
partment of Commerce, are reliable. The 
Department of Commerce during the 
past ten years has done more for the 
development of civil aviation in the 
United States than all other agencies 
combined, and it has been under the 
leadership of the Department of Com- 
merce that a great deal of progress has 
been accomplished. So we, as executives 
of life insurance companies, would be 
blind indeed, could we not see that in 
the near future a very large proportion 
of the passenger transport business will 
be done in the air. It is not a specu- 
lation or conjecture; we cannot avoid 
consideration of the risk if we would. 








James A. McVoy Paper 
(Continued from Page 18) 


ment all unite in one common aim of 


courteous service. 


It is elementary to say the home office 
must be organized to work in harmony 
and yet sometimes a check of the activi- 
ties of various departments may show 
serious lack of co-operation mostly 
through inefficient organization and lack 
of proper contact. 


The activity and to a certain extent 
the efficiency of the home office agency 
department depends a great deal upon 
the age and size of the company, al- 
though it has been hinted that in some 
cases “dry rot” permeates and the sen- 
ility of age calls for a “shaking of dry 
bones.” Some of us are proud to say 
that many progressive features of or- 
ganization work and policy contracts 
have originated with comparatively small 
and new companies. After all it seems 
to be a question of brains. 


The agency department must do con- 
siderable research work. Its literature, 
bulletins and company propaganda must 
be in capable hands. Conservation of 
old business is intimately associated with 
successful production of new _ business. 
These matters are simplified with the 
growth of the company and its ability 
to finance the operation of an all-round 
home office agency department. 


A certain proportion of new produc- 
tion is essential to the growth of all 
companies. Recognizing this principle 
many successful companies in making al- 
lotments require their general agencies 
or managers to report each year a defi- 
nite amount of new business produced 
by new agents. This requirement is 
made especially where the manager is 
under salary—and so on down the line 
every agent under salary is supposed to 
secure new agents for the company. En- 
couraging agents to. secure new agents 
is a by-product of selling the company 
to the agency ferce. This is a function 
of the agency department and the home 
office must follow a definite campaign 
along this line if it would develop suc- 
cessfully. 

The production of new business is the 
romance of life insurance. To make a 
thing develop and grow, to see it prosper 
under your hands—that is life--and you 
have this exhilaration in the n-th degree 
in the agency work. We must take care 
of what we build, so that the successful 
company has both the careful conserva- 
tor and the ambitious daring accumula- 
tor. Rarely are these traits found in one 
person. The genius that builds may be 
the genius that destroys so that when 
we face the problem in the large we see 
that prdper attitude towards the agency 
department and proper organization of 
the agency department are the chief 
requisites for successful administration 
and growth. 
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Loomis States The Case For Common Stock 


° 

Robert H. Loomis, of Shaw, Loomis & 
Savles, Boston, investment counsel, who 
has no affiliation with the life msurance 


husiness, read a paper on “Should the 
Portfolio of a Life Insurance Company 
Include Common Stocks?” His remarks 


follow in part: 


When your agents are selling life in- 
surance policies they stress the impor 
tance of providing for the needs of ben- 
eficiaries. This is rightly your greatest 
argument in favor of life insurance. 
30th the policyholder and the benefi- 
ciary want at least the maintenance of 
purchasing power and, if possible, an in- 
crease in it to meet an ever increasing 
standard of living. The trustee who 
uses bonds and no common stocks may 
be successful in periods of falling inter- 
est rates but he cannot hope to succeed 
during periods of rising interest rates 
unless he has previously protected him- 
self with heavy reserves against such 
a contingency. The experience of both 
insurance companies and savings banks 
in 1921 testifies to the inadequacy of the 
long accepted trustee’s theory. It has 
heen stated recently by one authority 
that only those securities are desirable 
for insurance companies’ investments 
that are “protected by the subordinate 
interest of others” so as “to provide a 
cushion against loss.” By following such 
a policy an insurance company, acting 
as a trustee, might disappoint both the 
policvholder and the beneficiaries by 
having the purchasing power of the lat- 
ter cut in half. Here is where the “cush- 
ion against loss” should. be provided by 
the insurance company acting as trus- 


tee. In other words the insurance com- 
pany, restricting itself to fixed obliga- 
tions, cannot even assure the policy- 


holder that the beneficairies (whose well- 


being is the policyholders’ chief con- 
cern) will have more than half of the 
amount which he is sacrificing himself 


for their interest. 

Life insurance companies in_ recent 
years have striven to retain the funds 
of beneficiaries and to administer them 
in a fiduciary capacity. If you do not 
use common stocks what argument have 
you for such a procedure as against the 
possibility of placing those same funds 
with a trust company which would use 
common stocks? 

Life Company Investment Standards 

What are the standards of investment 
peculiar and essential to the funds of 
life insurance companies? All authori 
ties place safety first. They mean dol- 
lar safety which means solvency for th¢ 
company and comfort or distress for the 
beneficiaries Another requisite is the 
highest possible yield commensurate with 
dollar safety. One often hears of a third 
requirement; adequately meeting the 
public need for funds, either govern- 
mental or private. I would like to add 
a fourth: the maintaining of the pur 
chasing power of policyholders’ claims 
as nearly as possible. In view of the 
fact that the rate of disbursements of 
insurance companies can be ascertained 
quite accurately in advance, marketabil- 
ity of securities is important for only 
a part of a company’s funds. There- 


fore, the factor of marketability is not’ 


deemed important for the 
our discussion. 


purposes of 


When I speak of common stocks for 
insurance funds I mean those corpora- 
tions which exemplify the highest devel- 
opment of industrial management in the 
world today. Many people do not realize 
the tremendous advance in management 
that has been accomplished during the 
past fifteen to twenty years. To a very 
large insurance companfes not 
owning equities cannot participate at all 
in the best managed corporations which 
should be considered, therefore, the saf- 
est corporations. 


degree 


Investment Counsel Says Insurance Company Restricting 
Itself to Fixed Obligations Cannot Assure Policyholder of 


Purchasing Power 


Value of 


Proceeds; Fundamental 


Change Seen in Adoption of Scientific Attitude Toward 
Business; Common Stocks of Great Corporations Meet All 
Requirements of Insurance Companies 


All that has been said on recent eco- 
nomic changes is meant to point out a 
fundamental change that is coming to 
the American mind in its attitude toward 
business, its proper organization and ob- 
jectives. We are adopting a scientific 
attitude toward business. 

Many of the principles and practices 
which are commonly used in insurance 
are directly applicable to investing. Di- 
versification of risks both as to type 
and locality are common to both. Cer- 
tain industries, companies, and types of 
securities are better risks than others. 
When life insurance contracts are once 
accepted they must be adhered to with- 
out fail, whereas if an investor, becom- 
ing dissatisfied, wishes to withdraw his 
capital commitment in a company, he 
is at liberty to do so immediately. Thus 
he can keep his capital risks up to the 
highest standard, a condition which can 
only be approximated by life compa- 
nies with regard to their insured risks. 

A decade or so ago the art of man- 
agement and the availability of infor- 
mation to check that management had 
not proceeded far. At that time there 
would have been too few companies for 
you to invest in. It is necessary to 
combine many risks into a group for 
the proper working of the law of aver- 


ages. Note that here is another change: 
today there is a sufficient number of 


risks to obtain real safety. You may be 
in the habit as so many are of compar- 
ing one bond with one stock. This is 
somewhat like comparing one bond with 
only one of your life risks, although I 
must say that I would much prefer to 
risk money in General Electric than in 
one life. The best bond is safer than 
the best stock but ten selected bonds 
should be compared with ten carefully 
selected stocks. Now the greater safety 
lies with the ten stocks and it would 
be increased with thirty stocks instead 
of ten. There is another interesting 
though well known point: in the case 
of the ten bonds if one goes bad the 
other nine will not make up the loss, 
whereas two of the ten stocks may turn 
out badly but the other eight will nor- 
mally make up the loss. Today it is 
clearly proper and desirable to so ap- 
ply such insurance principles to your 
investments. 


A month ago an authority on life in- 
surance criticized the use of stocks as in- 
vestments by life insurance companies 
as follows: “It is essential that invest- 
ments of life insurance companies have 
fixed maturities. Normally the income 
of a going and growing company ex- 
ceeds its current payments, but in case 
of an emergency, such as a pandemic, 
with which we have had a serious ex- 
perience, or in case of any untoward 
circumstance necessitating having funds 
in excess of income over normal dis- 
bursements, the company must not be 
subject to the hazard of an unfavorable 
market in time of need.” Let me com- 
ment on this. First, you are probably 
always going to have plenty of bonds. 
Depend, if you wish, upon the bond part 
of your investments for obtaining funds 
for necessary disbursements. Have 
plenty of bond maturities each year be- 
cause you have doubtless noticed that 
we have poor markets in which to sell 
bonds as well as stocks. I feel sure 
that a certain well known life insurance 
company that invests in common stocks 


could sell its equities during a depres- 
sion and still show sizable profits upon 
their original purchase prices and not 
touch its legal reserve! Life insurance 
companies have always invested a large 
percentage of their funds in real estate 
mortgages. They would have consider- 
able difficulty in liquidating large 
amounts of these in almost any mar- 
ket. But why magnify this point? S. 
S. Huebner states that “life insurance 
companies are practically exempt from 
the dangers connected with demand ob- 
ligations.” He states further that “the 
greater part of their (life insurance com- 
panies) investments need not be so read- 
ily salable for cash as those held by most 
other financial institutions.”. 
Cites Sun Life Experience 

In the business of life insurance, as 
in all other lines of business, it is cts- 
tomary to set up reserves for various 
purposes. One important function of re- 
serves is “to provide an additional cap- 
ital which can be used to cover unusu- 
al losses or to provide for other emer- 
gencies without encroaching on the nom- 
inal capital.” The Sun Life Assurance 
Co. of Canada has effectively protected 
itself from fluctuations in the market 
value of its securities by undervaluing 
them by one hundred millions as com- 
pared with the Canadian Insurance De- 
partment’s figures. The latter have re- 
cently been criticized as too low by sev- 
eral American insurance commissioners. 
Their security values would have to re- 
cede over one hundred millions before 
their surplus of fifty-six millions was 
jeopardized. Is there any valid reason 
why this principle of reserves cannot be 
used by American life companies gener- 
ally to protect themselves while invest- 
ing in stocks? They are experts in 
using the principle throughout the rest 
of their business. 


Still another argument, against the use 
of stocks has recently been used. It 
was stated in this way: “It (new money) 
should not be invested without return 

the dollar must always be kept 
productive, and the interest of existing 
policyholders must not be sacrificed or 
even postponed for the possible benefit 
of those who may be the policyholders 
at a subsequent date.” This means. T 
take it, that money should not be in- 
vested in present day common stocks be- 
cause the current return is so small. 
Did the insurance companies, holding this 
view. buy stocks when their yields were 
relatively high as compared with those 
today? Evidently not. The net rate 
of interest earned on the mean invest- 
ed assets of Sun Life Assurance Co. 
for 1928 was 6.58% despite the presence 
of large investments in low vield stocks. 
The corresponding figure for the ten 
largest American life companies was 
5.13%. In the criticism above one ad- 
mires the anxious note exoressed for 
the present policyholders until one stops 
to consider what their best interests are. 
Would they prefer a return on present 
capital of 6.58% or one of 5.13%? Would 
they prefer to have the interests of 
future beneficiaries (for whom they orig- 
inally bought insurance) duly consid- 
ered? Isn’t it clear that insurance com- 
panies might become more sensitive and 
anxious for the interests of those for 
whom insurance is supposed to exist— 
the beneficiaries ? 


In recent years the competition among 


insurance companies has manifested it- 
self chiefly in the issuance of various 
kinds of new-fangled policies and “net 
cost” has been the phrase most used 
to close contracts. Now the “net cost” 
of a contract maturing in thirty years 
can be ascertained fairly accurately by 
a company restricted to the purchase of 
fixed obligations. But. “net cost” means 
something wholly different when used 
by a company employing equities. The 
latter stand for growth and who can 
estimate the future value and dividend 
return of a hundred of the finest cor- 
porations in America during the next 
thirty years? Insurance companies which 
do not use equities will have to com- 
pete very cautiously with those that do, 
as there is a limit beyond which it would 
be foolhardy to follow. 

Laymen have marvelled at the variety 
of conditions and circumstances from 
which modern insurance companies will 
protect mankind. It is, therefore, curi- 
ous that they have not seen fit to in- 
sure man from the ravages brought on 
by changes in the purchasing power of 
the dollar and changes in interest rates. 
Such insurance is clearly possible and, 
therefore, I would suggest that life in- 
surance companies either include com- 
mon stocks in their portfolios or defi- 
nitely issue a policy that will assure 
policyholders that beneficiaries will get 
real protection to their standard of liv- 
ing. 

The best stocks stand for growth. To 
sense the reality of such growth it is in- 
structive to study the prospective mar- 
ket for such a company as Consolidated 
Gas of New York. There has recently 
been completed at great cost a most 
elaborate survey and estimate of the 
various needs of that city during the 
next twenty or thirty years. The facts 
there presented impress one with the 
inevitableness of growth. The same feel- 
ing comes to one in reading the rec- 
ords through the years of other large 
corporations. Group one hundred of 
them together and you have the finest 
collateral in the whole world for a bond 
but, unfortunately for many of you, par- 
ticipation in this enormous and _inevit- 
able growth comes only in the form of 
a simple common stock. 

Let us, in conclusion, think again of 
the chief requirements of investments 
for life insurance companies. Safety 1s 
the most important. We have seen that 
it is obtainable today to the highest 
degree in a different way than even 
twenty years ago. Investing the bulk 
of a company’s assets in fixed obliga- 
tions disregards the element of growth 
which is an element of safety. It dis- 
regards changes that have come (0 
stocks and bonds. It recalls the meth- 
od used in the earliest days of banking 
in northern Italy when the depositor 
paid the bank for the safekeeping of his 
liquid funds. It partakes too much 0 
the modern trust company function of 
the safekeeping of valuables. The next 
requisite is the highest possible yield 
commensurate with safety. If you grant 
that the first requirement of safety 
adequately met, it is, of course, inevit- 
able in the long run that a group ° 
carefully selected and watched stocks will 
yield more than fixed obligations. The 
last important requirement of invest 
ments—that they intend to maintain the 
purchasing power of the beneficiaries” 
is met only by common stocks. It wou 
be useless to attempt to meet this fac- 
tor by the use of fixed obligations. et 
who will deny its importance to bent 
ficiaries, and therefore, also to policy’ 
holders? Therefore, I trust that Am 
erican life insurance companies ‘, 
eventually own as a part—and | am only 
suggesting a part—of their investet 
funds some of America’s: premier com 
mon stocks. 
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Ethics Of Cancellation 
As Company Practice 


HELD EQUITABLE AND ETHICAL 


Shepard Bryan, Southern States, Con- 
cludes That False Material Repre- 
sentation Justifies Action 


That cancellation of the policy was 
an equitable and justifiable proceeding 
in many instances especially in cases of 
false material representation, was the 
conclusion of Shepard Bryan, associate 
counsel of the Southern States Life, At- 
lanta, in a paper given before the Legal 
Section on the general subject of “The 
Ethics of Cancellation.” His conclu- 
sions were: 

“T am convinced that insurance com- 
panies should .practice invoking the pow- 
er of a court of equity to cancel con- 
tracts obtained by material false state- 
ments whenever the facts warrant such 
a course. 

“T think the following conclusions are 
justified from what I have said: 1. Can- 
cellation is not only an equitable but a 
righteous remedy and when an insur- 
ance company has a claim made against 
it on a policy obtained by false materi- 
al representation this remedy should be 
invoked. 2. That while there is a con- 
flict of authority among the many state 
courts and while there are varying stat- 
utes relating to representations and war- 
rantics contained in applications for in- 
surance policies, nevertheless, there runs 
through all the statutes and all the de- 
cisions the fundamental ethical principle 
that a contract obtained by false mate- 
rial statements consciously made should 
he set aside and that a court of equity 
will set aside such contracts upon a prop- 
cr showing. 3. That the equitable or 
ethical principle of good faith rests 
equally upon the applicant and the in- 
surance company; that the relations be- 
tween the insured and the insurer de- 
mand fair dealing by both parties.” 


Favors Federal Jurisdiction 


Mr. Bryan said that he felt that fed- 
tral court jurisdiction was often a very 


necessary thing. Although he has much. 


respect for the state courts, justice is 
oftentimes defeated in the trial of in- 
surance cases in these courts because 
of the hampering and harassing rules of 
practice and procedure, and on account 
of the political tenure of office or the 
judges. At the same time, he does not 
feel that justice is always vindicated in 
cases brought to the federal courts, but 
believes that, generally speaking, an in- 
surance company has a better chance 
to establish its rights and to secure a 
calm, philosophical and absolutely im- 
partial determination of the legal valid- 
ity of its position and contentions in 
the federal courts than in the state 
courts. 

The question of whether the insurer 
shall file its equitable plea in the nature 
ol a cross-action for the cancellation of 
the policy, and if so what course it 
Should take, was brought up by Mr. 
Bryan. The federal statute on this sub- 
Ject is no more than a legislative ex- 
Pression of pre-existing law. To defeat 
the jurisdiction of a court of equity it 
Must appear that the remedy at law is 
plain and practical, and as speedy as the 
remedy in equity and the legal remedy 
must he as efficient as the remedy which 
‘ court of equity will grant. Further, 
the Temedy afforded bv law must be 
= obscure nor doubtful as to ade- 
“laey or completeness and the remedy 
tt law, assuming that the action is pend- 
mgm the federal court, must be a rem- 
edv at law in the federal court. 

Pe ramos, and this is a vital point, 
ee Mr. Bryan, a remedy at law is not 
quate if it depends upon the will of 
a posing party as where an_insur- 
ae a ety has delivered a policy ob- 
can on false representations. A 
cian equity will maintain a suit to 
ad the policy if the policy contains 
Cause making the policy incontestable 


Choosing Personnel 
A Home Office Problem 


BIG FACTOR IN’ EFFICIENCY 





Edward Reid Says That Mental Alert- 
ness and Physical Fitness Should Be 
Definitely Established 


Edward E. Reid, managing director of 
the London Life of London, Canada, 
discussed the problem of home office 
management before the convention. In 
his opinion, the most important duty 
resting upon the management of a life 
insurance office is in the choice, place- 
ment, training and care of its person- 
nel. He acquiesced with the statement 
made by Mr. Donald, manager of the 
American Management Association, that 
locatable responsibility is the chief ob- 
ject to be attained in any organization 
and the conflict of authority is the chief 
obstacle to be avoided in developing an 
organization. 

Life companies have not been as care- 
ful in their selections of home office 
people in most cases as they should be. 
Mr. Reid said. Definite formulated 
standards should be required, and in the 
end the company’s prestige would gain 
as a result. As a company grows, and 
few types of company grow more stead- 
ily or more rapidly than those engaged 
in the life insurance business, the need 
of intelligent, self-reliant, self-motivat- 
ed members of the staff is constantly 
in evidence. With a staff that on the 
whole can do its own thinking, can solve 
the problems that arise in the individual 
departments and the members of which 
have sufficient solidity of background 
to give the officers confidence that they 
can handle their own work without fear 
of creating abnormal situations. the 
company’s development will proceed like 
a well-oiled piece of machinery. 

In the first place, the company should 
provide an atmosphere about the office 
to attract to it the best class of young 
people. A modern building is desirable 
but if this is not immediately possible 
such an atmosphere may be generated 
through staff activities of various kinds 
as will largely compensate for inade- 
quate housing conditions. 

In considering the essentials in select- 
ing employes, Mr. Reid said, education 
and training must play an important 
part. Certain educational standards such 
as a high school education for girls or 
college education for men will increase 
the efficiency of the personnel. The 
family background is quite as important 
as the scholastic background. The gen- 
eral tone of the home surroundings, the 
character and reputation of the parents, 
however humble they may be in their 
circumstances, and the principles that 





at a fixed time from the date of issue 
or date of delivery of the policy. 

Cancellation, including and implying 
rescission, surrender up and discharge 
of the instrument under consideration, 
is a remedy offered by a court of equity 
to insurance companies where they have 
been induced to issue policies by false 
material representation. Mr. Bryan re- 
gards this remedy as a vital and very 
valuable one to the insurer. and it is 
his opinion that it should be resorted 
to wherever the facts warrant. 

Mr. Bryan believes that the grounds 
upon which the courts have held that 
the incontestable clause applies to the 
reinstatement of a policy, are unsatisfac- 
tory. Some of the courts have based 
such a holding upon the theory that a 
reinstatement of the policy constitutes a 
new contract of insurance, but he does 
not think there is a new contract and 
if a contract at all, the reinstatement of 
a policy is wholly different from the 
contest of the policy, itself and, there- 
fore, the incontestable clause has no ap- 
plication to the reinstatement and _ that 
where a reinstatement has been obtained 
by false material statements the ordinary 
rules as to cancellation and _ rescission 
govern. 


Discusses Tardy 
Disability Claims 


INCAPACITY REASON OF DELAY 





Julius C. Smith Thinks Filing of Proof 
Before Default of Premium Neces- 
sary to Attach Liability 





The question of handling disability 
claims, when the notice has been filed 
after there has been a default in the 
payment of premiums and long after the 
disability is alleged to have commenced, 
has been a great problem to company, 
declared Julius C. Smith, general coun- 
sel of the Jefferson Standard Life, be- 
fore the American Life convention. The 
various companies have combated this 
problem in different ways, he said, 
seeing the question from different angles. 

Many companies, in an effort to elimi- 





seem to predominate in the conduct of 
household affairs will mean much in the 
ultimate development of the new recruit. 


Intelligence Tests Helpful 


Mental alertness and physical fitness 
are two very necessary qualities for the 
home office employe, said Mr. Reid. A 
suitable intelligence test would eliminate 
many undesirables, as proved in the ex- 
perience of the Bureau of Public Per- 
sonnel Administration in Washington. 
As regards physical examinations, Mr. 
Reid asserted that an employe’s ‘exam- 
ination should be stricter than that re- 
quired for a policy of life insurance, in- 
stead of more lenient as is usually the 
case. Few medical examiners have been 
trained to understand all the factors that 
ought to be considered in passing an ap- 
plicant for a position on the clerical 
staff. A well posted examiner will give 
just as much attention to the applicant’s 
medical history, if that is understood, 
in its widest sense, as to the actual 
physical condition which he finds upon 
examination. 

Selection is by no means the whole 
story. There must be implanted in the 
new members of the staff a respect in 
the. business, an appreciation of the spir- 
it animating the institution, and a re- 
spect for the officers and heads of de- 
partments which will develop a feeling 
of genuine satisfaction properly com- 
mensurate with the high place that the 
business of life insurance holds in the 
public estimation. In other words, the 
atmosphere of the office must be so pro- 
nounced as to forcibly impress itself upon 
the consciousness of every new addition 
to the staff. And the creation of such 
an atmosphere is no easy task. Slack- 
ness on the part of any of the higher- 
ups is bound to have a bad effect in 
the general morale. 

Physical well-being, continued Mr. 
Reid, does much to smooth out the dif- 
ficulties for any individual but whether 
these difficulties are psychological or fi- 
nancial nevertheless no office can afford 
to ignore those usual provisions that are 
made in these days to ensure to employes 
peace of mind as to the position of de- 
pendents in the event of early death or 
some degree of a competency for the 
latter years of life. In addition, then, 
to group insurance, both non-contribut- 
ory and contributory, and to some form 
of pension scheme, it is well to estab- 
lish a savings fund on a salary deduc- 
tion basis, so as to afford as easy a wav 
as possible of accumulating savings, and 
incidentally reduce the temptation for 
speculation to a minimum. It should 
be satisfactory to a staff that these sav- 
ings be invested with the other funds 
of the company and either a fixed rate 
within the earning rate of the company’s 
funds be granted upon such deposits 
or the actual net rate earned by the 
company used from year to year. 

Such facility for accumulating small 
savings at a comparatively excellent in- 
terest rate will do much to still further 
develop within the staff that spirit of 
loyalty and devotion which should be the 
aim of every office to engender. 


. his agreement. 


nate contention of such claims, have in- 
serted a clause which would appear to 
settle the question satisfactorily, but 
nevertheless, they have had their diffi- 
culties in many actual instances. The 
disability clause mentioned clearly states 
that if the insured, after the payment 
of the first premium and before default 
in the payment of any subsequent pre- 
mium, furnished to the company due 
proof of total disability that thereafter 
certain benefits would be granted. It 
does seem that if plain English means 
anything, said Mr. Smith, that such 
wording would make the filing of the 
proofs before the default the absolute 


@ondition precedent to the attaching 
of any liability under the disability 
clause. 


Nevertheless, many companies have 
been forced to pay claims when such 
was not the case. Where the insured 
was incapacitated and unable to submit 
notice himself, and did not authorize 
anyone else to take care of the mat- 
ter for him, exceptions have been made. 

The majority rule seems to be that 
if the provisions of the disability clause 
required the assured, after suffering 
some injury or illness, to furnish the 
company a proof of the injury or dis- 
ability within a specified time after the 
suffering of the injury or the com- 
mencement of the disability, that a to- 
tal incapacity of the assured to act in 
the matter, resulting from no fault of 
his own, and where a claim is pre- 
sented within a reasonable time, that 
the failure to file the proof or do some 
act in connection with the contract is 
excused by reason of the total incapacity 
to act in the matter. 

Mr. Smith cited numerous cases where 
difficult situations arose, that could not 
be handled satisfactorily by the above 
rule. In some instances the company 
had been relieved of liability in the event 
that due proof was not filed prior to 
default in the payment of premiums, 
even though the insured was proved to 
be totally incapacitated. 

Regarding Insanity 
A subject of much contention has 
been, the insanity question. Cases of 
this sort have aroused much interest 
and some controversy. Mr. Smith quotes 
the following, which seems to give a 
very definite conclusion : 

“Contracts made by persons while 
sane may be enforced, although the per- 
son making the contract or incurring 
the liability has since become insane. 
Insanity is not such an excuse for fail- 
ure to perform an obligation that the 
rights of the insane person will be the 
same as if he had actually performed 
One of the best illus- 
trations of this principle is found in the 
case of failure to pay an insurance pre- 
mium because of insanity. It is well 
settled that in such cases the failure 
to make payment is not excused by rea- 
son of the insanity, nor does insanity 
prevent the policy from becoming for- 
feited because of such non-payment.” 

Mr. Smith cited for general informa- 
tion a much quoted case, that of the 
New York Life versus Alexander, in 
Mississippi. The supreme court here 
definitely exonerated the insurance com- 
pany from liability. 

The policy sued upon there was issued 
on June 5, 1917, and called for quarterly 
premiums beginning August 8, 1917. The 
premiums were paid up to but not in- 
cluding August 8, 1918. That premium 
was not paid at maturity or within. the 
period of grace thereafter, or at any 
time. About June 1, 1918, the ipsured 
was stricken with apoplexy, and_ the 
contention of the beneficiary was that 
that infirmity avoided the forfeiture pro- 
vided for in the policy on account of de- 
fault in the payment of the August pre- 
mium, and also excused the insured from 
making proof of the alleged disability, 
which in practically identical terms with 
the total disability clauses in the noli- 
cies involved in this case, remitted the 
premium upon strikingly similar condi- 
tions. 

The Mississippi supreme court, in hold- 


(Continued on Page 26) 
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Budgeting In A Life Insurance Company 


Philip Burnet, president of the Coun- 
tinental American, Wilmington, discussed 
“Budgeting in a Life Insurance Com- 
pany,” his remarks following: 

It is obvious, first of all, that before 
we start to do any budgeting, we must 
know what we have to budget. And 
in order to determine what we have to 
budget, we must know what we are 
going to receive, net, for our insurance. 
And in order to determine what we are 
going to receive net, we must decide in 
advance what dividends we are going to 
pay policyholders, since practically all of 
our business is participating; or, stated 
another way, we must determine what 
net costs to aim for. 

In making this decision, we start out 
on the assumption that competitive con- 
ditions will require us at least to meet 
the average net costs for a dozen or 
more of those companies, for the three 
principal forms of insurance, Ordinary 
Life, 20 Payment Life and 20 Year En- 
dowment, issued at the central ages 25, 
35, 45 and 55, and for the second, fifth, 
tenth, fifteenth and twentieth years of 
insurance, on the basis of the dividend 
scales now in use. 

Then we ascertain the average of those 
net costs and say to ourselves that this 
is the maximum net amount which we 
can hope to receive for our own insur- 
ance; that we must at least reduce our 
net costs to the average of the best com- 
panies, and then do as much better as 
we possibly can. 

Then having gotten the average net 
costs for the three principal forms of 
insurance, issued at the various central 
ages, and for the second, fifth, tenth, 
fifteenth and twentieth years of insur- 
ance, it is a simple matter to add to the 
average of those net costs interest on 
the reserve at the rate which we cur- 
rently earn, and deduct the increase in 
the reserve and the probable mortality ; 
the remainder is exactly what we have 
left for expenses. And we realize that 
unless we keep expenses within that bal- 
ance, our net costs to the policyholder 
will not be as favorable as we had aimed 
for. 

Then having gotten the exact amount 
available for expenses, we split it up into 
four parts, the proportion of each of 
the four parts depending, of course, on 
the probable amount needed for each 
particular purpose. One part is allocat- 
ed to investment expenses; a second part 
to what we call mortality expense; a 
third part to agency expense; and the 
fourth part to general or overhead ex- 
pense. 

Disposition of Expense 

1. The first and simplest expense item 
is investment expense. Of course this 
includes all expenses directly incurred in 
our investment work and also whatever 
indirect expense we can trace, including, 
for instance, a part of my own compen- 
sation and expenses, the larger part of 
the expense of maintaining the treas- 
urer’s department, as well as any and all 
other indirect expenses which we are 
able to trace and estimate with reason- 
able accuracy. The total of this invest- 
ment expense, including the Federal tax 
on interest income, is an offset to and 
is deducted from interest income, the re- 
maining balance representing our net 
interest income, which we then translate 
into a net rate of interest in order to 
determine the interest earned in excess 
of the assumed rate and to get the in- 
terest factor in our dividend allocation. 

2. The second item is what we call 
mortality expense. This includes all ex- 
penses of selection such as medical fees, 
inspections, M. I. B. service, the sal- 
ary and other expenses of the medical 
director and his assistants, of the lay 
underwriters who assist in selection, and 
all clerks or other assistants whose time 
is devoted to selection, as well as rent 
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of the space which they occupy, the fur- 
niture, supplies and equipment which 
they use, etc. It also includes the cost 
of investigating and settling claims, in- 
cluding any legal fees or expenses in- 
curred in that respect. The total of 
these so-called mortality expenses is 
charged up against and deducted from 
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mortality salvages, in order to deter- 
mine the net amount of mortality sal- 
vage which may be distributed or other- 
wise allocated. Incidentally, I may say 
in this connection that it is our prac- 
tice to distribute mortality salvages not 
on a percentage basis, but on the basis 
of a given amount per thousand of net 
amount at risk. The reason for this is 
that our rates are calculated on the 
American Table, while as _ everyone 
knows, the actual mortality more nearly 
approximates the American Mens’ Table, 
and the difference between those two 
tables is more nearly a given amount 
per thousand regardless of age, than it 
is a percentage of either table. So as a 
matter of rough equity which approxi- 
mates actual experience we have found 
it convenient to distribute our net mor- 
tality salvages on the basis of so much 
per thousand of net amount at risk, re- 
gardless of the age of the insured. 
Figuring Acquisition Cost 

3. Now with the two simpler expense 
items out of the way, we may proceed 
to the more intricate ones, of which the 
item of agency expenses is the more im- 
portant. We realize, of course, that in 
order to get business, we must at least 
pay the going rate of commissions; on 
the other hand, we also realize that if 
we pay more than the going rate, we 
shall be greatly handicapped in what we 
have left for general expense. Conse- 
quently, we have adopted the New York 
standard general agency contract as the 
basis from which to start, we have added 
to that a percentage representing the 
average expense allowance, stated as a 
percentage, which the companies oper- 
ating in New York are accustomed to 
allow, and have said to ourselves that 
the resulting maximum is all that we 
dare expend for the business, of course 
treating the business as a whole, if we 
are going to be able to meet compcti- 
tion on the basis of net costs to our 
policvholders. Then having determined 
in this way the outside allowances which 
we feel that we can spend for the busi- 





ness, we treat those allowances in all 
sorts of different ways. None of our 
contracts are exactly on the basis of the 
New York standard contract; on the 
other hand, none exceed in the total 
present value of the compensation al- 
lowed, the total present value of the 
New York standard contract. In a word, 
while we do not get our business on the 
New York contract, we do get it at a 
total expenditure, expressed in present 
or commuted value, no greater than that 
allowed by the usual New York con- 
tract. 

_Then having determined the outside 
limits of acquisition costs in the man- 
ner above described, we arbitrarily add 
what’ we believe to be necessary for 
home office agency expense, including, 
of course, all direct agency expense such 
as the compensation and expenses of all 
the people in the agency department, the 
rent of the space which they occupy, the 
furniture and supplies which they use, 
traveling expenses and everything else 
of a similar nature. Then as in the case 
of investment expenses, we also add all 
the indirect expenses which we can 
trace, here again including a part of my 
own compensation and expenses, as well 
as that of any of our other officers or 
employes who are partly engaged in 
agency operations. Of course in many 
instances the line of demarkation is not 
clear, but we have found no difficulty 
in making reasonable estimates and as- 
sumptions which come very close to the 
actual facts. 

Then, with our total agency allow- 
ances determined as above, we split them 
into two parts. first year and renewal 

Next, we add to our actual agencv ex- 
penses the state taxes on premiums. 
which as you know, are usually a per- 
centage of the premium; and for conve- 
nience, we also add the insurance de- 
partment fees. 


Finally, having gotten the total of 
agency expenses, including state taxes 
and department fees, we treat those ex- 
penses as a percentage of the premium, 
and charge up those percentages as one 
of the factors of expense in the allo- 
cation of policy dividends. 

Factor of General Expense 

4. The fourth item of expense, which 
we call “general,” represents the bal- 
ance left after deducting the three pre- 
ceding items of investment, mortality, 


and agency expense; and what we haye 
left is obviously the amount with which 
we must meet all other expenses of the 
business, which of course are chiefly 
the general expense of maintaining the 
home office. Having determined the 
total amount available for that purpose, 
we then split it up each year into all 
the various items for which expenses 
must be incurred, including salaries of 
officials and employes, rent, printing and 
stationery, postage, telegraph and tele. 
phone, freight and express, furniture 
and fixtures, library, advertising, insur- 
ance premiums, home office travel and 
miscellaneous. The amount allocated to 
each item is determined largely by the 
actual expenses of the preceding year, 
increased or decreased by such an 
amount as judgment would seem to in- 
dicate to be necessary. Then with this 
budget to work upon, it is the constant 
aim and effort of one particular ex- 
ecutive, all through the year, to keep 
each separate item within the amount 
allocated to it. 


As a practical matter, in making up 
this budget, it is our custom at the close 
of each year to list the total of all of 
our expenses of every kind for the pre- 
ceding year; then to split up each sepa- 
rate item of that total into the four 
classifications above described, namely, 
investment, mortality, agency and gen- 
eral expense. 


That having been done, we make a 
new budget for the ensuing year, show- 
ing, first of all, the probable amount of 
each item of expense for the current 
year. Each separate item is then split 
up into the four classifications of invest- 
ment, mortality, agency and general ex- 
pense. 

In doing this, we have found that by 
watching the business closely all through 
the year, we have no particular difficulty 
to round out each vear very close to the 
original budget. Of course unexpected 
expenditures always occur: on the other 
hand, there are usually unexpected sav- 
ings, so that the grand total usually runs 
either a little under or a little over the 
budget fixed in advance. 

With a budget fixed in that manner. 
it is obvious that we automatically work 
out the net costs at which we aimed in 
advance, provided only that our assump- 
tions as to interest and mortality are 
realized. As a matter of fact. since 
those assumptions have been fixed rather 
conservatively, we have been gratified 
to discover the business throwing up @ 
substantial amount of additional surplus 
with which we have been able to it 
crease policy dividends and reduce ovr 
net costs to even less than those for 
which we aimed in advance. 





Tardy Disability Claims 


(Continued from Page 25) 


ing the insurance company not liable on 
the policy, in part, said: 

“While as a general rule. where the 
nerformance of a dutv created by law 
is prevented by inevitable accident, with- 
out the fault of a partv, the contract 
engages absolutely to do an act not 
impossible or unlawful at the time, neith- 
er inevitable accident, nor other unfore- 
seen contingency not within his control, 
will excuse him. for the reason that he 
might have provided against them bv his 
contract * * * Cases might be multiplied 
holding that the contract controls. It 
is our opinion that the verdict (for the 
plaintiff) was in direct opposition to the 
provisions of the terms of the contract. 
The nroof of disability was never made. 
and the judgment of the court below will 
be reversed, and the case dismissed.” 


Sections 
Elect Their 
Officers 


Cincinnati, Oct. 17—Late last night 
the various sections of the Americal 
Life Convention elected officers as fol 
lows: 

Financial Section: D. T. Torrens, viee 
president and loan officer, Kansas My 
Life, Mo., chairman; and George C 
Holmberg, treasurer, Northwestern Na- 
tional Life, Minneapolis, secretary. 

Home Office Management Section: H. 
F. Chadeayne, manager, administratiq! 
department, Missouri State Life, St. 
Louis, chairman; and R. C. Neuendort 
fer, secretary, Guardian Life, New York, 
secretary. 
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